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I. 


The  Economic  Transition. 

Although  there  are  political  problems  still  to  be 
solved  by  the  people  of  the  United  States,  the  ques¬ 
tions  of  immediate  and  serious  concern  are  essen¬ 
tially  economic.  The  current  discontent  is  con¬ 
cerned  almost  entirely  with  material  welfare — with 
wages,  •  profits,  interest,  cost  of  living,  with  all 
that  enters  into  the  production  and  distribution  of 
wealth.  That  which  is  somewhat  indefinitely 
designated  as  the  transportation  problem  is  one 
aspect  of  the  general  economic  problem.  Before 
there  can  be  intelligent  discussion  of  the  trans¬ 
portation  problem  it  is  necessary  to  consider  the 
economic  development  and  the  economic  back¬ 
ground. 

Much  of  the  controversy  that  attends  the  pre¬ 
vailing  social  discontent  is  due  to  conflicting  con¬ 
ceptions  of  the  order  of  things. 

Throughout  two  thousand  years  there  has  been 
given  diffusion  to  the  concept  that  the  natural  state 
of  man  is  that  of  peace  and  good  will ;  that  conflict 
is  evil ;  that  strife,  especially  that  prompted  by  the 
desire  for  power  and  for  money,  has  come  into  the 
world  because  of  man’s  fall. 

About  the  middle  of  the  nineteenth  century  a 
different  concept,  that  instilled  by  the  theory  of 
evolution,  was  given  an  impetus  which  has  led  to 
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its  wide  acceptance.  It  posits  that  all  progress  has 
been  due  to  conflict,  is  the  resultant  of  contending 
forces.  Plant  and  animal,  even  up  to  man,  have 
been  in  continual  struggle  and  it  has  been  through 
and  because  of  this  struggle  that  the  higher  and 
finer  organisms  of  the  present  have  succeeded  the 
crude  and  poorly  adapted  forms  of  life  of  aeons 
past. 

It  is  certainly  through  strife  that  the  political 
governments  have  evolved.  The  barbarian  chiefs 
that  by  personal  prowess  dominated  their  tribes, 
the  robber  barons  that  held  the  leadership  of  feudal 
entities,  the  greater  conquerors  who  brought  races 
together  under  their  overlordship,  were  seldom  in¬ 
spired  by  love  of  their  fellowmen.  The  instincts 
of  the  primeval  struggle  transmuted  into  desire  for 
power  and  possession  impelled  them  to  fight  and 
to  conquer.  Yet,  by  bringing  separate  and  inco¬ 
herent  masses  of  humanity  together  in  larger 
political  units,  they  led  the  peoples  beyond  the 
stage  of  the  all-absorbing  bodily  conflict  of  tribe 
and  clan,  and  laid  the  foundation  for  that  measure 
of  political  equilibrium  which  permits  industrial 
development. 

In  his  recent  book,  “The  New  Freedom,”  the 
President  of  the  United  States  says  “that  govern¬ 
ment  is  not  a  machine,  but  a  living  thing.  It  is 
accountable  to  Darwin,  not  to  Newton.  Living 
political  constitutions  must  be  Darwinian  in  struc¬ 
ture  and  in  principle.  Society  is  a  living  organism 
and  must  obey  the  laws  of  life,  not  of  mechanics; 
it  must  develop.” 
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Now,  conspicuous  in  the  theory  of  Darwin,  in 
the  theory  of  all-pervading  evolution  of  which  the 
Darwinian  theory  is  but  part,  are  the  phrases 
“struggle  for  existence,”  and  “the  survival  of  the 
fittest.”  It  was  through  the  struggle  for  existence 
and  the  survival  of  the  fittest  that  there  evolved 
the  political  governments  of  today,  but  still  from 
time  to  time  the  ferocity  of  the  elemental  struggle 
has  been  modified  as  the  human  mind  has  per¬ 
ceived  the  devastating  effects  of  universal  strife. 
Revolution  against  the  wanton  taking  of  life  and 
ruthless  pillaging  led  to  laws  conducing  to  the  gen¬ 
eral  good  such  as  those  against  murder  and  against 
theft.  That  is,  through  successive  struggles  have 
been  successively  attained  governmental  organiza¬ 
tions  of  higher  type  ministering  in  greater  degree 
to  the  welfare  of  the  people. 

It  is  not  difficult  to  perceive  that  the  economic 
development  is  proceeding  in  a  manner  analogous 
to  that  of  the  political  development.  As  era  of  war 
has  been  suceeded  by  era  of  peace,  the  struggle  has 
continued  not  on  the  field  of  battle,  but  in  the  field 
of  industry  and  commerce.  This  is  the  struggle 
that  we  know  as  competition.  As  the  strong,  the 
more  energetic,  the  more  alert,  the  more  enduring, 
the  farther  sighted  succeed  in  the  field  of  war,  so 
also  those  with  these  qualities  succeed  in  the  field 
of  industry  and  commerce.  Competition  has  been 
warfare.  Business  during  the  regime  of  competi¬ 
tion  has  been  organized  warfare.  As  all  is  fair  in 
war,  cunning  and  strategy  have  had  their  part  in 
the  achievement  of  victory. 
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As  the  conquerors  in  the  field  of  war  brought  to¬ 
gether  the  peoples  in  political  units  of  greater  size 
and  greater  stability  and  thus  laid  the  foundation 
for  a  higher  political  development,  so  also  it  has 
been  men  of  prescience,  of  the  ability  to  grasp  the 
significance  of  events,  who  have  forged  the  links  of 
industry  and  commerce  into  the  industrial  and 
commercial  organization  that  ramifies  throughout 
the  world.  By  means  of  their  initiative  and  their 
energy  the  material  life  of  all  the  people  has  been 
lifted  to  a  higher  level,  and  the  structure  reared  by 
their  efforts  may  be  made  the  stepping-stone  to 
higher  things. 

One  phase  of  the  political  development  is  the 
struggle  between  those  who  would  use  power  for 
their  own  selfish  ends  and  those  who  have  demanded 
that  political  power  be  used  for  the  benefit  of  the 
whole  people ;  that  the  administrators  of  the  politi¬ 
cal  government  be  the  servants  and  not  the  rulers 
of  the  people. 

One  phase  of  the  economic  development  is  the 
struggle  between  those  of  the  multitude  who  hold 
that  the  leaders  in  finance  and  industry  are  their 
oppressors,  that  the  benefits  of  industry  and  com¬ 
merce  should  be  what  they  would  consider  more 
evenly  diffused,  and  those  of  the  leaders  who 
contend  that  the  demands  of  the  many  are  becom¬ 
ing  so  onerous  as  to  interfere  not  only  with  the 
beneficial  distribution  of  wealth,  but  with  its  very 
production. 

Followers  of  the  red  flag  of  anarchy  once  be¬ 
lieved  the  evils  that  have  attended  political  gov- 
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ernment  could  be  removed  if  the  political  rulers 
were  removed.  In  this  belief  the  great  body  of 
the  people  never  did  have  and  do  not  now  have  any 
share.  They  understand  that  to  political  equi¬ 
librium  governmental  organization  is  necessary; 
that  as  the  present  state  of  that  organization  has 
been  painfully  and  laboriously  attained,  so  also 
must  be  wrought  its  betterment.  Likewise,  in  the 
disquietude  of  recent  years  many  have  held  that 
the  general  welfare  would  be  served  if  the  financial 
and  industrial  leaders  were  reduced  to  the  common 
level  and  the  organizations  they  have  brought 
about  dissolved.  On  the  other  hand,  there  are  those 
who  believe  that  the  industrial  and  commercial  or¬ 
ganizations  of  today  are  a  natural  and  inevitable 
step  of  industrial  evolution  working  in  an  environ¬ 
ment  still  suffused  with  elemental  passion  and  in¬ 
stinctive  selfishness ;  that  instead  of  being  destroyed 
they  should  be  purged  of  their  evils,  curbed  and 
guided  to  that  efficient  result  which  inures  to  the 
common  good. 

The  question,  therefore,  is  as  to  the  method  by 
which  and  the  extent  to  which  the  procedure  of 
those  who  have  developed  the  industrial  and  com¬ 
mercial  organizations  of  today  shall  be  restrained 
by  law,  and  the  extent  to  which  the  form  of  these 
organizations  shall  be  modified  by  law.  The  feel¬ 
ing  that  every  man  was  entitled  to  be  secure  in  the 
possession  of  that  which  belonged  to  him  led  to  the 
laws  establishing  and  defining  the  rights  of  prop¬ 
erty  that  are  embedded  in  the  very  existence  of 
this  nation.  Are  other  laws  now  necessarv  to  safe- 
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guard  the  American  citizen  as  an  individual  or  the 
American  nation  as  a  whole  in  its  economic  de¬ 
velopment  ? 

It  was  held  in  the  United  States  from  the  begin¬ 
ning  of  its  history  that  business  enterprise  should 
be  unfettered,  that  that  people  is  the  best  governed 
who  are  the  least  governed.  It  was  held  that  every 
man  is  entitled  to  have  and  to  hold  that  gained  by 
the  effort  of  his  hand  or  the  effort  of  his  brain. 
As  a  preventive  of  unjust  exactions,  of  the  evils  of 
exorbitant  prices  there  was  reliance  upon  competi¬ 
tion.  The  utmost  freedom  of  business  activity  was 
sought  and  defended  as  a  national  principle.  That 
is,  there  was  virtual  committal  to  the  belief  that  in 
the  field  of  business  there  should  be  the  struggle 
for  existence  and  the  survival  of  the  fittest,  al¬ 
though  those  phrases  had  not  been  then  formulated. 
If  a  man  attained  material  success  prosperity  was 
his:  if  a  man  suffered  material  loss  deprivation 
was  his.  If  a  man  did  not  succeed  in  one  vocation 
he  could  enter  upon  another  at  his  choice.  If  it 
was  his  lot  to  fall  by  the  wayside,  so  he  fell.  This 
was  individualism.  But  in  that  early  day  there 
were  undeveloped  resources  so  vast  that  it  was 
only  the  defective  or  the  derelict  who  could  not 
make  a  living  and  for  them  there  was  the  poor- 
house.  Only  in  the  extreme  was  there  the  depriva¬ 
tion  that  means  death. 

That  the  belief  in  individualism  has  waned  every¬ 
body  knows.  The  venerable  president  emeritus 
of  Harvard  in  a  recent  collection  of  essavs  has 


11 


pointed  out  how  collectivism  has  spread  in  this 
country  with  a  momentum  that  has  increased  since 
the  civil  war.  This  extension  of  collectivism  has 
been  due  in  the  main  to  the  changes  in  the  in¬ 
dustrial  and  commercial  organization  that  were 
generated  by  the  use  of  steam.  The  mill  in  which 
there  are  gathered  many  workers  attending  ma¬ 
chines  that  are  driven  by  the  one  steam  engine  has 
tended  to  displace  the  scattered  artisans  working 
each  by  himself  with  his  own  tools  in  his  separate 
house  or  shop.  The  building  of  a  railroad, — of 
roadbed  and  track,  of  locomotives  and  cars,  whose 
operation  requires  an  army  of  employees— has 
been  substituted  in  greater  part  for  the  work  of 
the  few  farmers  or  the  few  laborers  in  building  and 
repairing  the  highroad,  in  making  a  wagon  and 
keeping  it  in  repair,  in  the  feeding  and  harnessing 
of  a  team  of  horses. 

This  change  has  brought  it  about  that  separate 
and  different  tasks  of  many  men  are  but  processes 
which  work  together  in  the  fashioning  of  a  single 
product. 

This  division  and  co-ordination  of  labor  means 
that  the  many  must  work  under  the  direction  of 
the  few.  As  the  mill  or  the  factory  grows  there  is 
not  only  a  greater  amount  of  work  but  more  kinds 
of  work,  requiring  both  a  greater  number  of  men 
and  division  of  labor  to  a  greater  degree.  All  this 
has  brought  it  about  that  a  comparatively  small 
number  of  men  direct  the  activities  of  a  greater 
number  of  men.  These  relativelv  fewer  men  he- 
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come  tlie  agencies  through  which  the  greater  num¬ 
ber  find  employment  and  through  which  the  wages 
of  this  greater  number  are  paid. 

All  of  this  means  an  advance  in  collectivism. 
But  it  is  to  be  noted  that  the  beginnings  of  col¬ 
lectivism  in  business  activity  were  far  back  in  his¬ 
tory.  When  there  was  first  the  division  of  labor, 
when  there  first  was  barter,  when  one  man  made 
shoes  and  another  coats,  and  shoes  needed  by  the 
one  were  traded  for  a  coat  needed  by  the  other, 
there  was  the  beginning  of  the  dependence  of  one 
man  upon  another  for  the  things  of  material  need. 
In  the  United  States  succeeding  steps  of  the  evolu¬ 
tion  of  this  material  dependence  can  be  roughly 
traced.  When  the  demands  upon  an  artisan  be¬ 
came  so  great  that  he  could  not  meet  them  entirely 
by  his  own  personal  exertion  he  employed  a  man 
to  assist  him.  This  is  the  simplest  industrial 
organization.  The  two  men  by  systematically  com¬ 
bining  their  efforts,  other  things  being  equal,  ac¬ 
complish  more  than  could  the  two  men  working 
separately,  wherefore  there  is  economy  of  produc¬ 
tion. 

The  demand  for  a  particular  kind  of  work 
brought  an  increase  in  the  number  of  individuals 
engaged  in  that  work  by  causing  an  established 
artisan  to  increase  the  number  of  his  employees, 
or  by  bringing  an  increasing  number  of  men  into 
that  line  of  industry,  some  of  whom  continued  to 
work  separately,  the  direct  servants  of  their 
patrons,  while  others  formed  organizations,  each 
constituted  of  employer  and  employee. 
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With  this  development  was  a  development  of 
competition,  members  of  a  community  patronizing 
this  or  that  tradesman  or  artisan  in  preference  to 
another  as  the  quality  of  his  work  or  merchandise, 
his  prices  or  accessibility  were  the  more  suitable. 
Competition  tended  to  secure  to  the  members  of  a 
community  a  share  of  the  benefits  of  the  decreasing 
cost  of  production,  different  producers  vying  with 
each  other  to  retain  or  increase  their  custom  either 
by  bettering  the  quality  of  their  articles  or  decreas¬ 
ing  prices,  or  both. 

With  increasing  demand  for  all  kinds  of  pro¬ 
ducts,  men  of  shrewdness  to  see  and  ability  to  grasp 
larger  opportunities  enlisted  to  a  greater  extent 
the  cooperation  of  others  by  the  payment  of  wages 
or  the  forming  of  partnerships.  He  who  on  a 
larger  scale  directed  the  efforts  of  others  could 
by  careful  training  develop  further  increases  in 
production ;  and  could,  because  of  a  larger  revenue, 
afford  to  secure  appliances  increasing  in  number 
and  cost,  to  procure  greater  quantities  of  the  best 
adapted  material  at  the  lower  prices  applying  to 
large  purchases,  and  could  devote  greater  energy 
to  multiplying  the  consumption  of  his  products  by 
extending  their  sale  in  old  and  extending  their  use 
in  new  markets.  These  factors  stimulated  by  com¬ 
petition  all  tend  toward  economy  of  production  and 
to  efficiency  of  production,  to  the  serving  of  a 
community  increasing  both  in  extent  and  popula¬ 
tion  with  better  articles  at  less  expense. 

When  the  field  of  operation  so  extends  as  to 
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necessitate  plant  and  appliances  more  extensive 
than  can  be  provided  except  by  contributions  from 
the  accumulations  of  a  considerable  number  of 
persons,  there  arises  a  new  form  of  organization, — 
the  corporation.  The  ownership  of  the  various 
contributions  to  the  capital  fund  of  the  corporation 
is  vouched  by  certificates  of  stock.  Those  chosen 
to  administer  the  capital,  to  conduct  the  operations, 
assume  a  trust  of  great  responsibility.  It  is  es¬ 
sential  that  control  be  centralized  in  their  hands, 
for  to  the  utmost  rendering  of  this  trust  is  neces¬ 
sary  the  most  prudent  administration  of  the  capi¬ 
tal,  the  exercise  of  the  greatest  discretion  in  the 
maintenance,  repair  and  renewal  of  the  plant  and 
appliances,  the  most  efficient  direction  of  the  oper¬ 
ation,  and  the  most  judicious  distribution  of  the 
product.  These  results  cannot  be  obtained  by 
scattered  responsibility  and  scattered  authority. 

As  thus  outlined  that  development  in  the  organi¬ 
zation  of  industry  and  commerce  which  led  to  the 
corporation  has  been  beneficial  to  the  people  as  a 
whole.  Interwoven  throughout  this  development 
has  been  the  working  of  competition.  As  the  rail¬ 
ways  have  extended  they  have  brought  to  a  com¬ 
munity  similar  products  from  factories  situated 
remote  from  one  another,  in  many  instances  plac¬ 
ing  the  product  of  each  centre  of  production  of 
certain  merchandise  in  competition  in  all  parts  of 
the  United  States  with  the  output  of  each  other 
centre  of  production  of  that  kind  of  merchandise. 
Contributing  to  this  result  have  been  the  efforts  of 
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the  salesmen  of  the  different  establishments,  who 
in  the  desire  to  extend  the  sale  of  their  products 
have  underbid  their  competitors,  who  in  their  turn 
have  been  obliged  to  lower  their  prices.  This 
rivalry  continued  until  the  selling  prices  were 
lowered  to  and  sometimes  below  the  actual  cost  of 
production. 

Thus  competition  is  beneficial  to  the  people  as 
a  whole  so  long  as  it  compels  all  the  processes  of 
an  industry  to  be  conducted  with  thrift,  and  it  has 
been  beneficial  when  it  has  forced,  at  places,  the 
cessation  of  certain  production  that  could  not  with¬ 
stand  the  pressure  of  competition  of  similar  pro¬ 
duction  from  localities  more  favorablv  condi- 

«/ 

tioned.  It  has  been  injurious  when  after  forcing 
production  to  be  conducted  in  most  favored  locali¬ 
ties  and  the  adoption  of  every  reasonable  economy, 
it  has  compelled  producers  to  dispose  of  their  pro¬ 
ducts  at  unremunerative  prices.  It  has  been  in¬ 
jurious  when  many  producers,  each  striving  to  dis¬ 
pose  of  the  greatest  possible  output,  have  placed 
upon  the  markets  products  far  in  excess  of  the 
quantities  for  which  there  is  a  natural  and  whole¬ 
some  demand,  thereby  oftentimes  forcing  stoppage 
of  production  and  depriving  men  of  work  until 
the  excess  is  consumed,  and  oftentimes  leading 
salesmen  to  persuade  unwary  merchants  to  make 
purchases  so  large  that  they  are  crushed  beneath 
their  weight  or  tempted  to  defraud  their  creditors 
out  of  payment  therefor.  It  has  been  injurious 
when  the  strife  for  the  disposition  of  products  has 
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become  so  fierce  that  the  energies  of  producers  have 
been  absorbed  in  fighting  competition  to  the  neglect 
of  the  orderly  and  equitable  administration  of  the 
vital  details  of  production;  when  it  has  led  them 
to  make  misrepresentations  as  to  the  quality  of 
their  products ;  when  in  the  desire  to  produce  cheap 
articles,  it  has  led  to  the  adulteration  of  material 
and  scrubby  workmanship.  It  has  been  injurious 
when  it  has  reduced  the  wages  of  employees  to  a 
point  inadequate  to  the  support  of  themselves  and 
their  families. 

Such  excesses  of  competition  are  most  prevalent 
in  periods  of  business  depression.  They  were  con¬ 
spicuous  during  the  half  dozen  years  that  suc¬ 
ceeded  the  panic  of  1893.  Reaction  from  such  dis¬ 
astrous  competition  led  to  the  formation  of  what 
were  at  first  ‘‘trusts”,  but  which  later  became 
the  actual  amalgamation  of  corporations  in  the 
same  line  of  activity  into  greater  corporations. 
The  formation  of  such  great  corporations  pro¬ 
ceeded  with  unprecedented  rapidity  during  the 
earlier  years  of  the  business  activity  succeeding 
this  depression. 

With  the  formation  of  these  large  corpo¬ 
rations  the  pendulum  swung  from  the  evils  of 
unrestrained  competition  to  the  evils  of  unre¬ 
strained  combination,  not  in  all  cases  but  in  such 
a  great  number  that  they  have  come  to  be  con¬ 
sidered  as  typical.  Instead  of  devoting  themselves 
to  securing  the  economies  of  production  made  pos¬ 
sible  by  the  enhanced  scale  of  their  undertaking, 
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improving  their  products  and  marketing  them  at 
prices  that  would  not  permit  competition  to  gain  a 
foothold,  and  thus  to  obtain  a  monopoly  to  which 
there  could  be  no  reasonable  objection,  the  mana¬ 
gers  of  many  of  these  great  corporations  sought 
to  obtain  a  monopoly  by  stifling  competition 
through  predatory  means,  raising  prices  to  the 
highest  level  that  the  unprecedented  demand  of  the 
period  would  permit  and  at  the  same  time  ham¬ 
mering  down  the  prices  of  raw  material,  while  they 
grossly  inflated  the  capitalization  on  which  they 
sought  to  pay  returns. 

There  are  scores  of  the  great  corporations  which 
have  not  resorted  to  such  tactics,  which  maintain 
a  prosperous  yet  inconspicuous  existence  serving 
with  satisfaction  their  customers,  their  employees, 
and  their  stockholders.  But  the  combinations 
which  have  resorted  to  such  tactics  have  brought 
about  a  violent  reaction  against  virtually  all  cor¬ 
porations  and  especially  against  the  more  con¬ 
spicuous. 

A  foremost  effect  of  these  great  combinations 
has  been  to  strengthen  the  hands  of  another  kind 
of  combinations  which  have  become,  if  anything, 
the  more  powerful.  These  are  the  trades  unions 
which  persistently  have  fought  for  higher  wages, 
shorter  working  hours  and  easier  conditions  in 
general  for  their  members,  regardless  of  the  effect 
upon  the  wages  and  conditions  of  that  vastly 
greater  part  of  the  people  who  are  not  enrolled  in 
labor  organizations. 
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Under  that  unrestrained  competition  which  is 
really  the  untrammeled  working  out  of  the  Dar¬ 
winian  theory  the  race  is  to  the  strong,  the  shrewd, 
and  the  swift;  the  weaker  are  left  behind  and 
when  the  struggle  becomes  intense  many  fall  by 
the  wayside.  This  means  that  when  competition 
during  periods  of  business  depression  becomes  most 
bitter  mills  and  factories,  mines  and  banks  fail; 
thousands  are  thrown  out  of  employment  and  face 
deprivation.  In  1894  in  many  of  the  large  cities 
relief  was  organized  for  the  destitute  unemployed. 

Under  unrestrained  combination  it  is  also  the 
strong,  the  shrewd,  and  the  swift  who  ultimately 
come  to  the  control  of  business  enterprise. 
Whether  there  is  unrestrained  competition  or  un¬ 
restrained  combination,  it  is  the  really  efficient 
in  the  long  run  that  prosper,  the  weak  that  do  not. 

There  must  also  be  considered  the  effect  of  un¬ 
restrained  competition  and  unrestrained  combina¬ 
tion  respectively  upon  the  exploitation  of  the  re¬ 
sources  and  the  conservation  of  the  resources  of 
the  country.  Unrestrained  competition  means 
that  the  forests  are  ruthlessly  denuded  by  the  lum¬ 
bermen  whose  only  thought  is  of  immediate  profit ; 
that  from  the  beds  of  coal  are  taken  the  super¬ 
ficial  layers  that  can  quickly  and  cheaply  be 
mined;  that  underfed  livestock  are  rushed  to  the 
markets ;  that  the  fields  are  tilled  in  haste,  and  the 
soil  exhausted. 

Under  unrestrained  combination  the  strong,  the 
shrewd,  and  the  farsighted  obtain  such  control  as 
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they  can  of  the  sources  of  supply  of  the  materials 
of  universal  need,  of  the  fields  of  ore  and  coal,  of 
vast  reaches  of  land,  of  dock  and  harbor  front. 
But  although  they  may  obtain  such  control  to  the 
extent  that  they  may  offer  greater  resistance  to 
the  workings  of  competition,  they  never  can  stifle 
it ;  that  is,  not  unless  they  avail  of  their  resources 
and  their  facilities  to  produce  so  cheaply  and  make 
the  prices  of  their  products  so  low  as  to  leave  no 
opening  for  competition  to  enter. 

Even  the  Standard  Oil  Company  at  the  height 
of  its  power  was  unable  to  prevent  effective  and 
large-scale  competition.  The  steel  market  is  sup¬ 
plied  in  lesser  degree  by  the  United  States  Steel 
Corporation  than  it  was  a  dozen  years  ago.  Al¬ 
though  the  American  Sugar  Refining  Company 
strove  with  all  its  resources  to  dominate  the  sugar 

markets  of  the  countrv  and  at  one  time  was  said  to 

1/ 

control  over  90  per  cent  of  the  product,  official  sta¬ 
tistics  show  that  the  proportion  has  steadily  fallen : 
it  now  markets  less  than  38  per  cent  of  the  sugar 
consumed.  There  is  certainly  no  proposition  at 
this  time  to  build  in  competition  with  any  existing 
railway  for  the  purpose  of  sharing  its  profits. 

As  with  all  things  else  industrial  competition 
when  carried  to  the  extreme  meets  opposing  forces 
that  bring  reaction,  forces  that  tend  toward  com¬ 
bination.  Industrial  combination  when  carried  to 
the  extreme  also  meets  opposing  forces  that  bring 
reaction.  Competition  that  rippled  and  eddied 
around  and  among  the  simpler  organizations  of 
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employer  and  employee  gains  increasing  force  as 
the  agencies  of  production  combine,  and  rolls  in 
mighty  waves  upon  the  great  organizations.  The 
greater  and  more  forceful  the  wave,  however,  the 
longer  is  its  roll,  the  longer  is  the  time  of  its  ebb 
and  flow. 

Yet  between  the  ebb  of  excessive  competition  and 
the  flow  of  excessive  combination  there  have  in  our 
recent  history  elapsed  but  a  few  years.  In  1894 
and  1895  there  was  a  wail  of  distress  throughout 
the  country  because  of  the  industrial  and  com¬ 
mercial  failures.  For  the  two  or  three  years  suc¬ 
ceeding  1899  combinations  grew  like  the  beanstalk 
in  the  fairy  tale.  The  country  was  crazed  with 
speculation.  It  was  said  on  every  side  that  we  had 
entered  upon  a  period  of  prosperity  and  a  new 
business  regime  that  nullified  all  precedent.  The 
popular  mind  was  dazzled  by  the  nationwide  leap 
to  affluence.  In  less  than  ten  years  came  a  rebound 
from  the  bewilderment  of  the  boom. 

As  every  abuse  is  the  forerunner  and  the  cause 
of  its  own  remedy,  it  undoubtedly  would  be  that 
the  underlying  forces  in  the  industrial  and  com¬ 
mercial  field  would  ultimately  bring  about  equili¬ 
brium  between  the  investor,  the  manager,  the  work¬ 
ingman,  and  the  consumer.  But  without  waiting 
for  the  pendulum  to  swing  of  its  own  accord,  per¬ 
haps  the  greater  part  of  the  people  today  desire 
governmental  action  in  the  hope  that  it  will  more 
quickly  lead  to  a  just  equilibrium.  They  would 
force  the  swing  of  the  pendulum  from  combination 
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to  competition,  and  it  sometimes  would  seem  that 
when  they  have  thus  forced  its  swing  they  would 
try  to  stop  its  swinging. 

Before,  however,  there  is  a  radical  change  in  the 
law  we  should  have  clearly  in  mind  the  economic 
status  it  is  desired  to  bring  about.  It  should  be 
considered  what  will  be  the  organization  of  in- 

dustrv  and  commerce  that  will  be  most  conducive 
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to  the  good  of  the  people.  First  of  all,  we  must 
bear  in  mind  that  business  tends  more  and  more 
to  become  an  organic  whole,  and  that  it  tends  more 
and  more  to  become  an  instrument  of  social  service. 
The  many  changes  from  the  way  in  which  business 
was  done  before  the  established  use  of  steam  as 
power  are  really  the  co-related  parts  of  an  evolu¬ 
tion  that,  for  one  thing  has  brought  about  the 
highly  developed  and  widely  diffused  perception 
that  “ business”  is  not  to  be  considered  simply  as 
the  seeking  of  individual  gain.  The  manifold  divis¬ 
ion  of  labor  means  that  there  is  the  multiplied  ex¬ 
change  of  the  results  of  labor.  When  the  producer 
sells  what  the  consumer  wants,  there  is  a  better 
satisfaction  of  the  needs  of  both  buyer  and  seller. 
Thus  on  its  social  side  business  means  the  speciali¬ 
zation  of  production  and  the  exchange  of  products. 
Business  became  synonymous  with  gain  because 
gain,  under  the  existing  social  regime,  has  been  a 
prime  incentive  and  in  most  cases  perhaps  the 
sole  incentive  to  business.  Business,  however, 
through  the  ingenuity,  foresight,  courage,  energy, 
organization,  direction,  and  discipline  of  those  en- 
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gaged  in  it,  stimulated  by  the  encouragement  that 
until  within  recent  years  was  accorded  business 
enterprise,  has  become  not  only  an  agency  for  the 
endeavors  of  those  who  would  obtain  individual 
wealth,  but  an  intricate  mechanism  for  carrying  on 
the  processes  through  which  the  material  wants  of 
the  people  are  supplied.  The  work  of  the  individ¬ 
ual,  through  the  forces  that  have  borne  upon  all 
individuals,  has  become  the  work  of  each  individ¬ 
ual  in  behalf  of  all  individuals.  The  business  man 
seeking  his  own  ends  has  become  part  of  an  organic 
whole  through  which  are  served  the  needs  of  all. 

Thus  the  working  of  economic  forces  in  the  busi¬ 
ness  world,  the  interplay  of  individualism  and  col¬ 
lectivism,  of  competition  and  combination,  has  led 
to  a  commercial  interdependence  that,  as  it  exists 
today,  marks  a  vast  advance  in  the  material  sense 
toward  the  brotherhood  of  man. 

It  is  significant  that  the  schemes  of  idealists  who 
have  sought  to  bring  into  immediate  practical  ex¬ 
istence  a  condition  based  upon  the  belief  in  the 
brotherhood  of  man  have  formulated  plans  resting 
upon  concerted  action  and  not  upon  strife  and 
contest — that  is,  upon  collectivism  and  not  upon 
individualism;  or,  in  other  words,  upon  combina¬ 
tion  and  not  upon  competition.  Such  were  the 
schemes  of  Fourier  and  Robert  Dale  Owen. 

Such  a  status  was  that  depicted  as  following  the 
social  revolution  in  “ Looking  Backward”,  the 
book  of  Edward  Bellamy  which  had  great  vogue 
twenty  years  ago.  Each  of  the  industries  of  the 
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nation  was  to  be  segregated;  that  is,  it  was  to  be 
conducted  through  one  vast  organization  under  the 
direction  of  a  board  of  managers,  every  one  of 
them  chosen  because  of  especial  fitness  due  to  in¬ 
herent  aptitude  and  long  service.  The  forms  of 
product,  the  ebb  and  flow  of  product,  were  to  be 
determined  by  the  board  of  managers  for  each  in¬ 
dustry  in  accordance  with  the  desires  of  the  con¬ 
sumers.  The  direction  of  all  of  the  processes  of 
all  of  the  industries  was  to  be  coordinated  through 
an  administrative  body  composed  of  representa¬ 
tives  from  each  of  the  boards  of  the  respective  in¬ 
dustries. 

Without  committal  to  the  whole  or  to  any  part  of 
Bellamy’s  scheme,  it  may  be  asked  if  there  are 
not  indications  that  the  evolution  of  recent  years  is 
leading,  in  so  far  as  the  industrial  and  commercial 
organization  is  concerned,  to  the  ideal  state  which 
he  predicted. 

If  there  were  ever  a  time  and  a  country  in  which 
things  are  done  to  please  the  people  that  time  is 
the  present  and  that  country  is  the  United  States. 
Clothes  are  designed  to  meet  their  taste ;  food  is  pre¬ 
pared  in  attractive  ways  and  in  alluring  packages ; 
houses  are  built  to  suit  them  and  houses  and  lots 
°re  sold  on  such  easy  terms  that  anybody  who  can 
live  within  his  income  may  own  his  own  home.  In 
the  offices  of  the  manufacturers  there  is  ceaseless 
endeavor  to  devise  such  variety  of  output  as  will 
lead  to  extending  sales;  that  is,  as  will  appeal 
in  greater  degree  to  the  greater  number. 


24 


'  There  also  has  never  been  a  time  when  the  people 
have  had  greater  opportunity  to  become  familiar 
with  the  factors  that  enter  into  industry  and  com¬ 
merce.  A  modern  corporation  focusing  a  more 
extended  industrial  administration  likewise  co¬ 
ordinates  a  broader  knowledge  of  that  industry, 
and  offers  a  larger  unit  for  popular  approval  or 
popular  attack.  Any  one  who  reads  the  news¬ 
papers  or  scans  the  governmental  reports  today 
can  ascertain  what  is  the  volume  of  production  of 
the  great  staples  and  can  form  an  estimate  of  the 
relation  which  that  volume  bears  to  demand.  He 
has  far  more  extended  information  of  the  factors 
that  enter  into  any  line  of  industry  and  commerce 
than  it  was  possible  for  him  to  have  even  a  dozen 
years  ago.  As  the  great  corporations  are  the  ob¬ 
ject  of  more  widespread  and  concentrated  attack 
they  assume  a  larger  responsibility  than  the  firm 
or  the  individual,  and  are  the  more  responsive  to 
demands  that  their  houses  be  kept  in  order.  Not 
long  ago  an  officer  of  the  government  said  publicly 
that  selfishness  and  sharp  practice  are  far  more 
characteristic  of  the  small  shopkeeper,  the  petty 
retailer,  of  the  man  who  does  business  in  a  small 
way,  than  of  the  corporation. 

There  cannot  be  effective  denial  of  the  fact  that 
the  boards  of  directors  of  the  banks  throughout 
this  country  are  as  a  rule  constituted  of  men  of 
probity  and  judgment  who  are  esteemed  as  good 
citizens;  or  of  the  fact  that  the  associations  of 
bankers  and  bank  clerks  through  discussion  and 
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the  joint  adoption  of  better  methods  have  vastly 
improved  and  safeguarded  banking  procedure. 

There  can  be  no  effective  denial  of  the  fact  that 
the  boards  of  directors  of  the  railroad  companies 
are  in  greater  and  greater  measure  coming  to  be 
composed  of  citizens  of  great  ability  and  high 
repute.  The  officers  of  the  various  railways  are 
allied  in  associations  which  discuss  every  phase 
of  operation  and  administration  from  the  most 
durable  paint  to  be  used  on  freight  cars  to  the 
statistical  methods  best  adapted  to  exhibit  the  com¬ 
parative  efficiency  of  the  management  of  every 
division  and  subdivision. 

So  also  from  the  boards  of  directors  of  the  great 
industrial  corporations  the  speculative  promoter 
and  the  financial  buccaneer  are  being  eliminated. 
Those  engaged  in  nearly  every  line  of  industry 
and  commerce  are  banded  in  associations  which 
meet  periodically  for  the  discussion  of  subjects  of 
mutual  interest,  to  consider  measures  for  better¬ 
ing  the  practice  and  improving  the  status  of  the 
industry.  The  leading  manufacturers  and  mer¬ 
chants  of  every  community  are  in  the  forefront 
of  every  movement  for  its  development.  Through 
chambers  of  commerce  and  similar  associations  the 
affairs  of  the  community  are  openly  discussed. 

The  working  of  these  agencies  that  tend  toward 
industrial,  commercial  and  civic  advancement  pro¬ 
ceeds  in  the  main  independently  of  the  working  of 
the  agencies  charged  with  the  political  government. 
Such  effort  is  of  men  who  are  immediately  engaged 
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in  that  activity  which  tends  to  make  two  blades  of 
grass  grow  where  but  one  grew  before. 

With  all  their  excellence  of  accomplishment  it 
cannot  be  claimed  that  these  industrial  and  com¬ 
mercial  organizations  and  associations  eliminate 
the  self-seeking  of  their  members,  but  they  do  focus 
that  self-seeking  so  that  it  can  be  seen  of  all  men, 
and  the  activity  which  springs  from  enlightened 
self-interest  distinguished  from  that  prompted  by 
rapacity. 

As  man  has  struggled  upward  from  barbarism 
his  inherent  predatory  instincts  have  from  time  to 
time  been  curbed  by  the  crystallization  of  the  per¬ 
ception  of  a  higher  ethical  relation  into  law.  It  is 
well  that  the  selfish  instincts  inherent  in  those  en¬ 
gaged  in  the  industrial  and  commercial  struggle, 
as  they  are  in  all  men,  should  be  curbed  not  only 
by  custom  but  by  law ;  but  lawmakers  ought  to  be 
sure  beyond  question  what  qualities  should  be 
curbed  and  which  should  be  encouraged,  also 
whether  any  proposed  measure  of  legal  control  will 
curb  only  the  undesired  qualities  and  leave  unre¬ 
strained  the  exercise  of  those  activities  which  the 
nation  needs  and  should  foster  and  develop. 

It  must,  moreover,  be  reflected  that  the  main  pur¬ 
pose  of  the  laws  of  the  past  has  been  to  curb  the 
predatory  instincts  not  merely  of  the  few.  That 
measure  of  living  together  and  working  together 
with  decreasing  friction  manifested  by  the  peoples 
of  the  civilized  nations,  and  which  of  itself  con¬ 
stitutes  a  more  advanced  state  of  social  cooperation 
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than  is  generally  recognized,  has  been  achieved 
through  the  bringing  of  unbridled  personal  desire 
under  discipline,  through  the  welding  of  the  lazy 
and  the  unruly  into  organization  that  conduces  to 
orderly  and  sustained  effort.  The  attention  to  eco  - 
nomic  questions  that  is  being  forced  upon  the  polit¬ 
ical  governments  of  today  must  take  cognizance  not 
only  of  the  protection  of  the  many  from  the  oppres¬ 
sion  of  the  few,  but  of  the  protection  of  the  few 
who  are  forwarding  the  effective  work  of  the  world 
from  the  oppression  of  the  many. 

That  the  social  status  is  in  transition  is  admitted. 
Indeed,  there  has  been  transformation  in  the  course 
of  a  generation.  That  the  change  is  making  for 
the  ultimate  good  is  to  be  hoped,  but  a  false  step 
in  the  treatment  of  the  serious  economic  problems 
that  confront  the  nation  today  may  not  only  arrest 
development  but  set  back  the  hands  of  progress. 
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Railway  Competition  and  Combination. 

The  era  of  unrestrained  competition  in  business 
meant  each  man  for  himself  and  the  devil  take 
the  hindmost.  Collectivism  means  pulling  together 
instead  of  pulling  apart. 

As  excess  in  any  direction  is  injurious,  evils  may 
be  brought  about  by  unrestrained  competition; 
they  were  conspicuously  exemplified  in  the  period 
of  industrial  depression  that  succeeded  the  panic 
of  1893.  That  evils  may  follow  in  the  train  of 
unrestrained  combination  has  been  manifest  during 
the  period  of  prosperity  that  was  under  way  at  the 
beginning  of  the  century. 

The  problem  is  to  bring  about  that  condition 
under  which  there  will  be  retained  the  stimulus 
that  competition  gives  to  enterprise  without  the 
excesses  that  emerge  when  there  is  lack  of  re¬ 
straint;  and  to  obtain  the  benefits  of  production 
made  possible  by  large  scale  enterprises  without 
the  evils  inherent  in  unregulated  combination. 

The  evils  of  unrestrained  competition  and  of 
unregulated  combination,  and  manifestations  of 
an  undefined  and  uncomprehended  transition  from 
competition  to  combination  have  been  clearly  per¬ 
ceptible  in  the  transportation  industry  of  which 
by  far  the  most  important  agenc}^  in  the  United 
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States  is  the  railroad.  It  will  serve  a  useful  pur¬ 
pose  to  follow  the  successive  steps  in  this  course. 

Although  the  railways  had  not  from  the  begin¬ 
ning  been  accorded  by  law  the  full  degree  of  free¬ 
dom  allowed  to  private  enterprise,  they  enjoyed 
in  practice  such  freedom  to  so  great  a  degree  that 
their  development  which  led  to  government  regu¬ 
lation  is  not  without  analogy  in  the  development 
in  other  fields  of  business  enterprise  for  which 
governmental  regulation  has  of  recent  years  been 
proposed. 

In  accordance  with  that  theory  of  competition 
under  which  business  in  the  United  States  was  first 
established  and  under  which  it  was  encouraged  to 
develop  it  came  to  be  expected  that  through  the 
multiplication  of  railways  competition  would  be 
established  between  them,  that  this  would  insure 
fair  charges  and  good  service. 

Competition  is  most  vigorous  where  there  is  the 

greatest  inducement.  It  was  between  the  centers 

of  industrv  and  commerce  whose  situation  had  been 
*/ 

determined  before  there  were  railways  that  there 
was  the  greatest  volume  of  traffic.  As  the  railways 
extended,  it  came  to  be  that  there  were  hardly 
anv  two  of  these  centers  that  were  not  connected 
by  two  or  more  competing  lines.  As  the  traffic 
which  moved  in  large  volume  between  such  centers 
offered  the  largest  reward  to  the  competitors,  it 
was  for  such  traffic  that  there  was  the  greatest  com¬ 
petition.  Therefore,  in  the  struggle  lower  relative 
rates  were  accorded  such  traffic  than  to  other  traf¬ 
fic  not  so  strongly  competitive. 
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Business  enterprises  of  all  kinds  developed  at 
these  cities,  and  the  most  efficient  came  to  be  the 
larger  shippers  and  the  larger  receivers  of  ma¬ 
terials  and  merchandise.  Therefore,  the  competing 
railways  made  the  most  strenuous  exertion  to  ob¬ 
tain  the  traffic  controlled  by  these  larger  shippers. 
In  the  unrestrained  competitive  struggle  lower 
rates  and  greater  concessions  were  made  to  such 
shippers  than  to  their  competitors,  who  did  not 
originate  traffic  in  such  large  volume. 

Competition  for  such  traffic  led  to  the  cutting  of 
rates,  granting  of  rebates,  the  making  of  different 
rates  to  different  shippers,  the  sudden  changing 
of  rates,  the  issue  of  free  passes  as  a  consideration 
to  obtain  traffic,  and  other  practices  that  have  been 
widely  ventilated.  The  railroads  not  only  resorted 
to  such  practices  on  their  own  initiative,  but  such 
concessions  were  forced  by  shippers  who  played 
one  railroad  against  another,  the  opportunities  for 
such  bargaining  becoming  the  greater  as  the  num¬ 
ber  of  railways  connecting  the  traffic  centers  in¬ 
creased. 

With  the  great  expansion  in  railway  construc¬ 
tion  after  the  close  of  the  civil  war,  when  railways 
were  built  in  advance  of  the  traffic  of  the  times, 
the  competition  between  these  railways  became 
most  intense. 

Competition  always  implies  inequality  between 
the  competitors.  To  the  strong,  to  the  swift,  to  the 
energetic,  and  the  far-sighted,  and  even  to  the 
shrewd  and  the  cunning,  falls  the  prize.  It  was  the 


theory  of  competition  that  the  weak  should  fall  by 
the  wayside;  that  a  man  who  could  not  suceed  in 
a  particular  business  or  a  particular  vocation 
would  be  driven  out  of  that  business  and  the  field 
left  to  his  more  capable  competitors.  If  a  farmer 
did  not  prosper  by  raising  wheat  he  could  raise 
corn;  if  a  store  for  the  sale  of  shoes  were  not 
profitable  it  could  be  utilized  for  the  sale  of  hard¬ 
ware  or  groceries. 

In  a  mill  or  a  factory,  however,  in  which  there 
has  been  a  large  investment  in  machinery  for  a 
certain  kind  of  manufacture,  failure  usually  means 
a  loss  of  at  least  a  considerable  portion  of  the  capi¬ 
tal  so  invested  and  therefore  there  is  a  long  strug¬ 
gle  before  the  mill  or  factory  is  dismantled.  In 
the  case  of  a  railroad  this  situation  is  intensified; 
indeed,  it  is  impossible  that  a  railroad  be  turned 

to  anv  other  use  than  that  of  a  railroad.  In  case 
«/ 

of  bankruptcy  the  track  is  not  torn  up,  the  stations 
are  not  torn  down,  the  locomotives  and  cars  are  not 
disposed  of.  They  must  continue  to  be  operated ; 
and,  since  in  case  of  bankruptcy,  no  return  need 
be  paid  on  capital,  the  bankrupt  railroad,  under 
unrestrained  competition,  could  make  lower  rates 
than  a  competing  solvent  railroad  and  thus  might 
drag  the  solvent  railroad  into  bankruptcy. 

Now  during  this  era  of  unrestrained  competition 
only  a  part  of  the  railroads  were  prosperous ;  that 
is,  only  a  part  of  them  adequately  maintained  and 
improved  their  track  and  equipment,  met  their 
capital  obligations  and  paid  dividends.  Competi- 
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tion  had  become  warfare ;  business  of  that  day  was 
warfare.  Rival  railroads  were  at  war  and  railroads 
and  shippers  were  each  trying  to  get  the  better 
of  one  another.  The  railways  were  fighting  for 
life,  for  the  sustenance  which  maintains  life.  Ship¬ 
pers  were  struggling  for  the  lowest  rates  they  could 
obtain  and  individually  had  little  regard  for  the 
prosperity  of  the  railroads.  The  fact  that  during 
this  period  there  were  more  railways  than  were 
needed  made  more  bitter  the  competition  between 
redundant  railways  and  led  to  bankruptcies  and 
reorganizations.  Investors  lpst  heavily.  Their 
losses  made  other  investors  chary,  and  greatly  in¬ 
creased  the  difficulty  of  raising  money  for  exten¬ 
sions,  improvements  and  such  new  railway  con¬ 
struction  as  was  necessary  in  the  less  developed 
parts  of  the  country. 

It  was  but  natural  that  the  railway  companies 
themselves  should  seek  to  remedy  these  disastrous 
conditions  bv  their  own  efforts.  At  various  times 
railway  presidents  would  enter  into  agreements  not 
to  cut  rates,  not  to  give  rebates,  not  to  issue  passes 
to  secure  traffic.  But  these  agreements  were 
quickly  swept  away  in  the  struggle  to  obtain  busi¬ 
ness;  the  pressure  of  the  shippers  who  controlled 
large  volumes  of  traffic  did  not  relax. 

As  simple  agreements  were  without  avail,  the 
railways  entered  into  compacts  providing  for 
pecuniary  forfeits  on  the  part  of  any  railway  party 
thereto  that  should  cut  rates,  give  rebates,  or  issue 
passes  to  obtain  business.  Such  transgressions 
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were  often  difficult  of  proof  and  one  and  another  of 
the  railways  were  prone  to  continue  them,  taking 
the  risk  of  being  caught  and  paying  the  forfeit. 

Then  still  more  binding  agreements  were  made. 
Such  were  the  pools  in  which  competitive  traffic 
was  awarded  in  agreed  percentages  between  com¬ 
peting  lines,  the  intent  being  to  accord  to  each  at 
tariff  rates  the  proportion  of  the  traffic  that  it 
might  be  able  to  secure  under  unrestrained  com¬ 
petition.  Pooling  agreements,  however,  were  beset 
with  two  difficulties:  First,  it  was  always  exceed¬ 
ingly  difficult  to  satisfy  all  of  the  competing  lines 
with  the  proportion  of  traffic  respectively  awarded 
them.  But  equilibrium  in  this  respect  was  grad¬ 
ually  being  reached  and  perhaps  would  finally  have 
been  attained  were  it  not  for  the  second  and  greater 
obstacle  of  public  opinion. 

Although  the  people  of  the  country  in  general 
were  well  aware  of  the  plight  into  which  unre¬ 
strained  competition  had  brought  the  railways  and 
the  unevenness  with  which  this  competition  bore 
upon  the  shippers,  they  resented  traffic  agreements 
and  pools  as  attempts  to  suppress  that  competi¬ 
tion  which  was  regarded  as  the  fundamental  princi¬ 
ple  of  business.  Although  the  people  were  quite 
aware  that  unrestrained  competition  between  the 
railways  had  led  to  serious  irregularities  and  in¬ 
equalities  in  the  rates  at  which  traffic  was  actually 
carried,  there  was  wide  popular  agitation  when  the 
railways  resorted  to  the  only  method  available  to 
them  to  endeavor  to  bring  order  out  of  chaos. 
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This  agitation  was  fomented  in  large  degree  by  the 
shippers  who  craved  cut  rates,  rebates  and  passes. 

Popular  discontent  and  popular  agitation  led 
to  the  governmental  regulation  of  the  railways  in 
which  there  has  been  rapid  advance,  but  in  which 
the  country  has  not  as  yet  found  its  bearings. 

It  is  to  be  noted  that  under  governmental  regu¬ 
lation  not  only  are  there  no  longer  rebates  and  cut 
rates  and  passes  to  shippers  to  influence  traffic, 
but  that  competition  between  the  railways  as  to 
rates  has  virtually  stopped.  The  Interstate  Com¬ 
merce  Commission  and  the  State  legislatures  and 
railroad  commissions  have  made  many  reductions 
in  rates  and  have  granted  some  advances,  but  the 
making  of  competitive  rates  by  one  railway  inde¬ 
pendently  of  the  making  of  rates  by  another  com¬ 
peting  railway  has  practically  come  to  an  end. 
When  they  desire  to  advance  rates  competing  rail¬ 
ways  join  in  requesting  permission  of  the  Inter¬ 
state  Commerce  Commission  or  a  State  railroad 
commission  to  do  so.  When  they  desire  to  reduce 
rates  competing  railways  join  in  filing  the  new 
tariffs.  Therefore,  in  so  far  as  rates  for  competi¬ 
tive  traffic  are  concerned  governmental  regulation 
has  brought  about  a  condition  in  many  respects 
similar  to  that  which  the  railways  sought  through 
traffic  agreements  and  pools. 

That  is,  in  so  far  as  rates  are  concerned,  the 
effect  that  was  sought  by  the  railways  through 

combination  has  been  in  large  measure  attained 

\  , 

through  the  action  of  the  people  who  sought  to 
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prevent  the  railways  themselves  from  attaining 
that  end. 

This  does  not  mean  that  rates  in  all  cases  under 
this  combination  of  the  public  are  what  they  would 
have  been  under  a  combination  of  the  railways. 
The  strenuous  efforts  that  are  now  being  made  to 
obtain  an  advance  in  freight  rates  is  sufficient  indi¬ 
cation  that  the  level  of  rates  would  be  higher  than 
it  now  is  if  rates  could  have  been  advanced  by  the 
railways  without  appeal  to  the  regulating  bodies. 

There  is,  however,  another  phase  of  rate-making 
under  the  combination  of  the  public  which  is  quite 
as  reprehensible  as  any  ever  engaged  in  by  the  rail¬ 
ways  themselves.  To  be  sure,  the  Interstate  Com¬ 
merce  Commission  exercises  a  broad  supervision 
over  the  interstate  rates  throughout  the  entire 
country.  The  different  states,  however,  have  au¬ 
thority  over  the  rates  for  traffic  that  moves  between 
their  respective  state  limits.  Many  of  these  states 
compel  the  railroads  to  observe  schedules  of  intra¬ 
state  rates  that  are  fixed  primarily  for  the  purpose 
of  giving  the  shippers  of  the  respective  states 
an  advantage  over  competing  shippers  of  other 
states. 

During  the  era  of  unrestrained  competition  the 
railways  gave  large  shippers  lower  rates  than  were 
accorded  to  small  shippers,  but  these  lower  rates 
were  made  to  obtain  large  volumes  of  traffic.  To 
the  extent  that  such  rates  facilitated  the  movement 
of  traffic  in  large  volume  throughout  the  United 
States  it  may  perhaps  be  claimed  that  while  they 


36 


worked  to  the  disadvantage  of  the  small  shippers 
they  promoted  the  commerce  of  the  country  as  a 
whole.  But  a  state  that  compels  a  railroad  to 
adopt  rates  that  serve  to  give  an  advantage  to  the 
shippers  of  that  state  has  no  such  justification.  It 
is  not  furthering  the  extension  of  the  commerce  of 
the  nation,  but  in  reality  is  violating  that  provision 
of  the  Constitution  which  provides  that  there  shall 
be  no  restriction  upon  commerce  between  the 
states. 

There  remains  to  consider  in  what  respects  there 
is  still  competition  between  the  railways,  in  what 
respects  that  competition  is  beneficial  or  harmful 
to  the  business  of  the  country. 

Competing  railways  now  vie  with  each  other  in 
providing  faster  service,  and  better  service  for 
competitive  traffic.  As  the  greater  volume  of  such 
traffic  is  still  between  the  principal  centers  of  in¬ 
dustry  and  commerce,  more  trains  and  faster  trains 
are  run  between  those  centers.  Quick  service  is 
a  desideratum,  but  when  it  is  maintained  for  com¬ 
petitive  traffic  under  conditions  that  interfere  with 
the  satisfactory  movement  of  other  traffic  the  total 
effect  is  undesirable.  And  then  again  expense  of 
service  increases  at  a  far  greater  ratio  than  the 
speed  of  service  and  therefore  competing  service 
when  forced  at  an  undue  pace  compels  expenditure 
out  of  all  proportion  to  the  revenue  from  the  traffic 
thus  carried. 

Competition  for  passenger  traffic  between  these 
large  centers  has  brought  about  the  running  of 
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fast  trains  and  an  excessive  number  of  fast  trains 
that  are  adjusted  to  the  needs  of  the  through  travel. 
To  an  extent  they  serve  the  needs  of  passengers 
from  and  to  intermediate  stations,  but  the  result 
in  many  parts  of  the  country  is  an  excessive 
through-passenger  service  and  a  more  or  less  in¬ 
adequate  way  service. 

There  are  other  ways  in  which  competition  be¬ 
tween  railways,  and  especially  those  serving  the 
same  geographical  or  commercial  district,  militates 
against  the  best  service.  The  distribution  of  cars 
and  locomotives  to  where  they  are  needed  and  as 
they  are  needed  could  be  effected  more  speedily 
and  satisfactorily  and  with  greater  economy  than 
under  present  conditions,  which  sometimes  bring 
about  a  surplus  of  equipment  in  one  place  while 
there  is  lack  in  another. 

The  terminal  yards,  industrial  and  other  tracks, 
especially  in  the  larger  cities,  could  be  more  ef¬ 
fectively  used  for  the  common  good  were  they 
under  the  administration  of  one  company.  As  it 
is  now,  an  industry  on  the  line  of  one  railroad  in 
a  large  city  frequently  has  to  pay  switching 
charges  on  freight  cars  consigned  to  it  over  the 
lines  of  another  and  competing  company.  This 
handicaps  the  shippers  whose  plants  are  situated 
upon  a  competing  line. 

During  the  regime  of  unrestrained  competition 
there  developed  a  tendency  on  the  part  of  the  rail¬ 
way  lines  to  coalesce  to  the  end  of  diminishing 
competition  and  forwarding  co-operation.  That  is, 
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the  tendency  forced  upon  the  railways  by  unre¬ 
strained  competition  and  in  accordance  with  which, 
they  were  endeavoring  to  work  of  their  own  voli¬ 
tion  was  away  from  pulling  apart  and  toward  pull¬ 
ing  together.  There  was  not  only  combination  to 
maintain  rates,  but  advance  in  that  physical  com¬ 
bination  by  means  of  which  can  be  given  more 
satisfactory  and  more  economical  service. 

There  was  first  the  combination  of  short,  sepa¬ 
rate  and  connecting  lines  into  continuous  routes 
leading  to  obvious  advantages  in  the  way  of  more 
expeditious  and  more  economical  service.  Then 
there  was  the  amalgamation  of  branch  lines  with 
main  lines,  facilitating  the  flow  of  traffic.  Then 
there  was  the  amalgamation  of  competing  lines. 
There  is  probably  not  a  principal  railway  system 
in  the  country  that  is  not  made  up  in  great  part  of 
what  were  originally  short  local  roads,  some  of 
them  connecting  and  others  to  a  greater  or  less  ex¬ 
tent  competing.  Indeed,  each  of  many  systems  is 
now  made  up  of  as  many  as  thirty  or  forty  or 
even  more  of  what  were  originally  short  local  lines. 
The  advantages  of  such  amalgamation  consist  in 
the  better  distribution  and  utilization  of  equip¬ 
ment  to  meet  the  industrial  and  commercial  needs 
of  the  region  served;  and  in  the  fact  that  confer¬ 
ences  are  no  longer  necessary  between  the  mana¬ 
gers  of  several  different  and  independent  railways 
when  it  is  desired  to  arrange  schedules  and  other 
facilities  for  the  movement  of  through  traffic. 
Such  matters  are  better  adjusted  by  centralized 


authority  having  full  information  as  to  the  needs 
of  the  entire  territory. 

Such  combinations  and  amalgamations  extended 
until  in  each  of  the  great  geographical  divisions  of 
the  United  States  by  far  the  greater  number  of 
the  railways  had  come  to  be  part  of  one  or  another 
great  railway  system.  In  line  with  this  tendency 
came  the  combination  of  the  great  systems  them¬ 
selves.  This  tendency  received  its  greatest  impetus 
at  the  time  when  the  tendency  toward  combination 
throughout  the  field  of  industry  and  commerce  had 
become  so  marked  as  to  arouse  an  antagonistic 
public  sentiment  which  also  came  to  be  directed 
against  the  railway  combinations.  Combination  or 
partial  combination  proceeded  in  different  ways. 
There  was  the  purchase  or  lease  of  one  railroad  by 
another;  the  purchase  by  one  railroad  of  enough 
of  the  stock  of  another  to  secure  a  controlling 
interest  in  its  administration,  and  there  was  the  de¬ 
vice  known  as  the  holding  company,  having  such 
large  proprietary  interests  in  two  or  more  com¬ 
panies  as  to  give  it  the  control  of  their  adminis¬ 
tration.  So  much  of  the  popular  antagonism  has 
been  against  the  financial  methods  by  which 
amalgamation  or  partial  combination  have  been 
effected  that  the  advantages  of  such  combination 
under  equitable  financial  procedure  have  been  lost 
to  sight.  It  is  quite  true  that  at  times  prosperous 
railway  systems  have  been  burdened  with  weak 
lines  unloaded  upon  them  under  iniquitous  terms 
for  personal  profit,  and  certain  holding  companies 
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have  been  organized  solely  to  serve  selfish  ends. 
The  revelation  of  such  practices  may  for  a  time 
obscure  but  it  cannot  set  aside  the  fact  that  the 
principle  of  railway  combination  when  equitably 
applied  results  in  benefits  that  inure  to  the  com¬ 
mon  good. 

In  other  respects  there  has  been  a  development 
of  the  railways  in  the  way  of  pulling  together. 
When  a  shipment  of  freight  was  first  carried  over 
the  lines  of  more  than  one  railroad  company  the 
division  of  the  transportation  charge  and  the  al¬ 
location  of  the  responsibility  for  loss  or  damage 
between  the  various  lines  was  a  cumbersome  pro¬ 
cess.  Through  the  years  there  has  developed  a 
mechanism  of  bills  of  lading,  waybilling,  interline 
accounting  and  adjustment  through  which  such 
shipments  are  recorded  and  the  charges  adjusted 
with  a  maximum  of  accuracy  and  minimum  of 
intricacy;  and  an  equally  satisfactory  mechanism 
through  which  similar  service  is  performed  for 
passenger  traffic.  Various  associations  of  railway 
officers  are  continually  considering  improvements 
in  practice  and  procedure  of  all  kinds  by  means  of 
which  the  operations  of  the  railways  have  attained 
a  homogeneity  and  uniformity  that  could  only 
have  been  brought  about  through  such  experience 
as  has  attended  their  development  and  led  to  such 
co-operation. 

The  freight  cars  of  one  railroad  can  now  be  con¬ 
signed  with  through  shipments  over  every  other 
railroad  in  the  United  States.  Indeed,  the  com- 
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mon  use  of  freight  cars  has  so  increased  that  there 
has  seriously  been  considered  the  pooling  of  all  the 
freight  cars  in  the  United  States  under  common 
ownership. 

In  still  another  respect  railways  have  been  learn¬ 
ing  to  pull  together.  In  the  era  of  unrestrained 
competition  competing  railway  companies  often 
built  lines  for  their  respective  exclusive  use  that 
were  virtually  parallel  for  considerable  distances, 
especially  when  approaching  a  large  industrial 
or  commercial  center.  Such  competitive  construc¬ 
tion  was  often  an  economic  waste  in  that  there  was 
not  sufficient  traffic  to  justify  the  duplication.  Of 
recent  years  railways  have  come  in  many  such 
cases  to  use  the  same  tracks  under  rental,  joint 
trackage  agreements  or  other  arrangements  that 
give  adequate  facilities  to  each  company  without 
entailing  the  waste  of  duplicate  construction. 

During  the  era  of  unrestrained  competition  a 
large  and  expensive  soliciting  force  maintained  by 
each  principal  competitive  railway  exerted  a  con¬ 
siderable  part  of  its  efforts  in  the  endeavor  to  take 
traffic  from  another  line  over  which  it  could  as 
well  be  carried.  So  far  as  the  efforts  of  a  soliciting 
force  are  directed  to  this  end  its  maintenance  is 
an  economic  waste.  In  recent  years  the  efforts  of 
the  traffic  officials  have  more  and  more  been  di¬ 
rected  toward  increasing  the  volume  of  traffic  of 
their  respective  lines  by  the  endeavor  to  develop 
new  traffic.  Many  of  the  companies  have  estab¬ 
lished  industrial  departments  for  the  purpose  of 


inducing  manufacturers  to  establish  plants  at  suit¬ 
able  places  along  their  lines.  Many  of  the  com¬ 
panies  have  run  agricultural  demonstration  trains 
with  lecturers  and  some  of  them  have  established 
farm  improvement  departments  to  demonstrate 
to  the  farmers  how  best  to  rotate  their  crops  and 
increase  crop  production  by  scientific  methods. 
These  departments  also  cooperate  with  the  manu¬ 
facturers  and  the  farmers  toward  extending  their 
markets. 

During  the  period  of  unrestrained  competition 
the  railways  maintained,  or  at  least  sought  to  main¬ 
tain,  secrecy  as  to  their  negotiations  with  shippers. 
For  obvious  reasons  the  agent  of  a  railroad  did  not 
divulge  to  the  agent  of  a  rival  railroad  what  traffic 
a  competitive  shipper  was  sending  over  his  lines. 
At  this  time  of  established,  published  and  main¬ 
tained  rates  traffic  tends  in  greater  degree  to  move 
over  the  line  logically  adapted  to  carry  it.  The 
agents  of  competing  railways  in  even  the  largest 
cities  know  pretty  well  what  traffic  is  moving  over 
the  respective  lines.  Therefore  has  come  about  in 
many  cities  the  formation  of  local  freight  agents  ’ 
associations  which  discuss  matters  of  common  in¬ 
terest  and  not  infrequently  make  adjustments  as  to 
the  handling  of  traffic  that  benefit  not  only  the  rail¬ 
ways  but  the  business  of  the  community. 

A  powerful  factor  in  leading  railways  that  once 
were  bitterly  competitive  to  pull  together  is  the 
pressure  brought  to  bear  upon  them  by  combina¬ 
tions  among  those  with  whom  they  have  inter- 
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course.  A  great  industrial  combination  with  plants 
in  different  parts  of  the  country  and  controlling 
the  shipment  of  a  large  volume  of  traffic  can  dic¬ 
tate  unduly  burdensome  conditions  of  service  when 
it  bargains  separately  with  each  of  a  number  of 
competing  railways.  Only  by  railway  combina¬ 
tion  can  the  power  of  such  industrial  combinations 
be  met. 

Not  many  years  ago  the  wages  and  working  con¬ 
ditions  of  its  employees  were  determined  by  each 
railway  company  for  itself  in  negotiation  with  its 
employees.  With  the  growth  in  the  membership 
and  strength  of  the  railway  brotherhoods  it  has 
come  about  that  their  officers  enter  into  negotia¬ 
tions  not  only  with  an  individual  railway,  but  with 
all  the  railways  that  serve  a  common  territory. 
This  has  brought  about  the  common  action  of 
such  railways  in  negotiations  with  the  brother¬ 
hoods.  It  is  becoming  more  and  more  the  tendency 
for  these  combinations  of  the  employees  and  the 
railways  in  combination  to  have  their  differences 
arbitrated  by  a  public  tribunal. 

The  most  extended  and  strongest  combination 
which  has  brought  pressure  to  bear  upon  the  rail¬ 
roads  is  that  of  the  public  in  general  acting  through 
the  Federal  and  State  legislatures  and  the  Federal 
and  State  commissions.  There  is  a  perceptible 
tendency  on  the  part  of  the  regulating  authorities 
to  regard  the  railways  somewhat  less  in  the  light 
of  separate  corporate  entities  and  more  in  the 
light  of  servants  in  common  of  the  public  in  com¬ 
mon.  In  preparing  information  requested  by  these 
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various  bodies  and  in  discussing  various  proposals 
emanating  from  them  the  railways  are  coming 
more  and  more  to  act  in  common  and  often  through 
common  agencies.  For  example,  in  formulating 
the  system  of  accounts  which  the  railways  now 
observe,  the  Interstate  Commerce  Commission  held 
repeated  and  prolonged  conferences  with  the  As¬ 
sociation  of  Railway  Accounting  Officers  which 
acted  on  behalf  of  the  railways  in  general. 

In  so  far  as  the  convenience  and  economy  and 
the  general  efficiency  of  physical  operation  are 
concerned  there  is  no  sound  argument  that  can  be 
advanced  against  the  combination  of  railroads  that 
serve  a  common  territory,  providing  there  are  et‘- 
ficent  safeguards  against  the  abuses  that  are  latent 
in  such  combination  when  unregulated. 

Under  the  present  status  of  governmental  regu¬ 
lation,  if  there  is  any  tendency  on  the  part  of  such 
a  combination  to  provide  insufficient  facilities  or  in 
other  respects  not  properly  to  fulfil  its  functions 
the  public  authorities  have  full  powTer  to  investi¬ 
gate  and  to  remedy.  The  advantages  of  allowing 
the  respective  traffic  regions  of  their  countries  to  be 
served  each  by  one  principal  railway  system  were 
recognized  by  France  at  the  very  beginning  of  the 
construction  of  its  railways ;  they  came  to  be  recog¬ 
nized  by  England  after  but  a  few  decades  of  rail¬ 
way  development,  and  the  advisability  of  sanction¬ 
ing  further  amalgamation  is  now  being  discussed 
in  that  country. 

That  this  is  the  true  economic  status  is  evidenced 
by  the  tendency  in  this  direction  forced  upon  the 
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railways  of  the  United  States  by  the  economic  pres¬ 
sure  to  which  they  were  subjected.  It  would  fol¬ 
low  that  under  proper  governmental  supervision 
and  regulation  it  can  also  be  made  the  most  efficient 
and  the  most  economical  status.  The  sanction  of 
this  tendency  by  the  people  of  the  United  States 
would  be  no  more  than  to  help  bring  about  that 
condition  under  which,  instead  of  pulling  against 
each  other  with  the  resultant  evils  of  unrestrained 
competition,  the  railways  would  be  pulling  together 
for  the  benefit,  not  only  of  their  operation,  but 
of  their  security  holders  and  of  the  people  of  whose 
institutions  they  are  a  part. 

It  would  seem  that  the  practical  as  well  as  the 
theoretical  considerations  are  all  in  favor  of  such 
combinations  of  railwavs  as  will  enable  them  best 

t / 

to  serve  the  needs  of  industry  and  commerce,  most 
efficiently  and  economically  to  perform  the  func¬ 
tion  of  transportation,  most  satisfactorily  to  ad¬ 
just  the  questions  that  arise  with  shippers,  with 
railway  brotherhoods  and  with  governmental  legis¬ 
lative  and  regulatory  bodies. 

It  doubtless  would  be  that  the  concentration  of 
the  administration  of  all  the  railwavs  of  the 
country  would  be  unwieldy  because  of  the  magni¬ 
tude  of  the  interests  to  be  served  and  their  diver¬ 
sity  The  concentration  of  administration  of  all 

«/ 

of  the  railways  of  a  particular  traffic  region  does 
not  offer  such  difficulties.  Such  combination 
would  be  a  step  in  economic  progress. 


III. 


Government  Ownership  of  Railways. 

Political  government  originally  had  its  basis  in 
combination  for  offense  and  defense.  It  is  not  a 
direct  instrument  in  the  production  of  the  wealth 
by  which  it  is  maintained,  but  collects  taxes  for 
its  maintenance.  Although  one  government  and 
another  at  one  time  and  another  have  engaged  di¬ 
rectly  to  a  greater  or  lesser  extent  in  the  processes 
of  industry  and  commerce,  a  prime  distinction  be¬ 
tween  the  political  activities  and  the  economic 
activities  is  that  the  former  are  not  engaged  in  the 
production  of  wealth,  while  the  latter  are. 

The  mechanism  of  industry  and  commerce, 
money,  instruments  of  exchange,  banks,  bank  de^ 
posits,  deeds,  leases,  the  contractual  relations  be¬ 
tween  employer  and  employee,  landlord  and  tenant, 
are  the  product  of  an  evolution  that  has  been  sub¬ 
ject  to  limitations  of  a  different  nature  and  in  a 
measure  apart  from  those  that  have  affected 
governmental  development.  The  underlying  effort 
of  all  industry  and  commerce  is  to  make  “two 
blades  of  grass  grow  where  but  one  grew  before,” 
or  at  least  to  see  that  ‘  ‘  a  new  dollar  is  returned  for 
the  dollar  that  is  expended.  ’  *  The  political  govern¬ 
ment  has  been  under  no  necessity  of  making  its 
activity  immediately  productive.  To  it,  making 
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both  ends  meet  means  no  more  than  the  levying  of 
taxes  sufficient  to  meet  the  expenditures.  Many 
governmental  organizations  having  the  taxing 
power,  including  even  some  of  the  national  govern¬ 
ments,  in  recent  years  have  seriously  had  to  con¬ 
sider  whether  the  economic  sources  of  taxation 
could  stand  the  further  strain  necessary  to  provide 
means  for  desired  expenditure.  In  many  cases  pro¬ 
jects  have  had  to  be  abandoned. 

The  science  of  political  government  has  been  the 
development  of  many  centuries;  the  science  of 
economics,  which  deals  with  the  production  and 
distribution  of  wealth,  is  little  more  than  one  hun¬ 
dred  years  old.  The  first  book  that  deserves  to  be 
considered  as  a  scientific  treatise  on  political 
economy  was  published  in  the  same  year  that  the 
United  Colonies  declared  their  independence  of 
Great  Britain.  Agriculture  had  been  the  chief 
industry  of  nearly  all  nations ;  the  use  of  coal  had 
hardly  begun ;  there  was  but  little  organization  of 
manufacture,  which  was  virtually  all  the  product 
of  handicraft. 

The  present  Constitution  of  the  United  States 
was  adopted,  the  government  under  which  we  now 
live  was  established,  before  that  use  of  steam  which 
is  the  basis  of  our  industrial  and  economic  status. 
It  was  another  half  century  before  there  came  into 
anything  like  general  use  the  art  of  double-entry 
bookkeeping,  the  development  of  which  has  alone 
made  it  possible  to  ascertain  with  definiteness 
whether  a  dollar  expended  brings  a  dollar  or  more 
in  return. 
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Now  this  is  an  important  fact,  the  underlying 
fact  in  any  consideration  of  individual  wealth,  of 
partnership  wealth,  of  corporate  wealth,  of  na¬ 
tional  wealth.  If  the  individual  spends  more  than 
his  income  he  suffers  material  loss ;  continuance  in 
this  course  will  make  him  a  bankrupt  and  finally  a 
pauper.  If  a  firm  or  a  corporation  is  able  to  pro^- 
duce  year  after  year  only  a  loss  instead  of  a  profit,, 
a  deficit  instead  of  a  surplus,  it  must  ultimately 
become  bankrupt  and  go  out  of  existence.  This 
means  that  its  capital  has  been  dissipated,  and 
capital  is  the  surplus  of  past  production  which  is 
needed  that  there  may  be  future  production.  It  is 
likewise  with  the  nation.  If  the  total  of  the  pro¬ 
duction  of  a  people  does  not  exceed  the  total  ex¬ 
penditure,  that  people  will  stagnate  and  ultimately 
the  nation  will  decay. 

This  leads  to  the  perception  that  not  only  must 
every  dollar  expended  bring  a  dollar  or  more  in 
return,  but  that  all  of  that  return  must  not  be  im¬ 
mediately  consumed.  Part  of  it  must  be  utilized 
in  the  provision  of  the  means  for  further  produc¬ 
tion  ;  that  is,  part  of  it  must  be  utilized  as  capital. 

Now  it  will  hardly  be  denied  that  the  mainspring 
of  that  activity  which  has  led  to  advance  in  the 
political  government  and  the  mainspring  of  that 
activity  which  has  led  to  advance  in  the  economic 
status  mainly  have  been  set  in  action  by  selfishness. 
The  feudal  barons  and  their  followers  fought  to 
protect  themselves  and  to  extend  their  sway.  They 
were  subdued  and  welded  into  nations  by  the  con- 


49 


querors  who  fought  for  power.  After  power  was 
attained  the  conqueror  sometimes  continued  to  be 
a  despoiler,  but  often  he  became  an  upbuilder. 
Even  Napoleon  said  that  there  could  not  be  lasting 
power  without  justice.  Even  our  revolutionary 
heroes  were  not  entirely  altruistic  in  fighting  to 
achieve  the  political  independence  of  this  nation. 
They  were  fighting  for  the  political  freedom  winch 
would  give  them  relief  from  governmental  exac¬ 
tion. 

The  endeavor  to  obtain  from  each  dollar  ex¬ 
pended  more  than  a  dollar  in  return  was  originally 
prompted  by  the  desire  for  gain,  the  desire  for 
gain  on  the  part  of  the  individual.  But  as  mon¬ 
arch  after  monarch  after  attaining  power  has 
given  proof  of  his  desire  to  bring  about  improve¬ 
ment  in  the  lot  of  the  people,  so  also  have  mer¬ 
chant  and  manufacturer  after  success  in  the  strug¬ 
gle  for  economic  independence  given  much  of  their 
effort  to  bettering  the  conditions  of  their  fellow- 
men. 

The  science  of  political  economy,  which  treats  of 

the  way  that  the  world  makes  a  living,  is  anything 

even  as  vet  but  an  exact  science.  There  are  not  as 

yet  satisfactory  and  accepted  definitions  of  such 

fundamental  terms  as  wealth  and  capital.  Theories 

of  value,  of  wages,  of  profit,  and  of  interest,  are 

still  in  dispute.  But  in  the  material  world  men 

keep  on  working  for  wages  and  salaries  and  profits, 

manv  of  them  with  an  interest  in  the  work  that 
«/ 

transcends  the  reward,  but  more  perhaps  because 
of  the  reward.  Merchants,  manufacturers,  and 
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bankers  play  their  parts,  many  with  motives  above 
that  of  the  desire  to  gain,  but  still  perhaps  in 
the  overwhelmingly  greater  number  of  cases  the 
desire  for  gain  is  the  impelling  motive. 

The  desire  for  profit  means  that  for  every  dollar 
expended  there  must  be  obtained  more  than  a  dol¬ 
lar  in  return.  Were  it  not  for  this  result  there 
would  be  no  accumulation  of  capital  and  the  pro¬ 
cesses  of  industry  and  commerce  would  stop.  This 
desire  for  gain  leads  on  the  whole  to  the  employ¬ 
ment  of  those  who  are  best  fitted  for  their  tasks, 
to  the  weeding  out  of  the  stupid,  the  lazy,  the  in¬ 
temperate.  It  leads  on  the  whole  to  the  adoption 
of  new  inventions  and  appliances  through  which 
production  can  be  more  economically  effected,  and 
to  production  at  the  best  adapted  locality. 

It  is  peculiarly  the  function  of  the  banker  to 
see  that  money  is  not  invested  except  where  it  will 
bring  return,  and  this  has  led  to  the  scrutiny  of  the 
security,  of  the  integrity,  of  the  ability,  and  of  the 
habits  of  those  who  apply  for  capital.  The  chan¬ 
nels  through  which  capital  is  conserved,  through 
which  the  processes  of  industry  and  commerce  are 
maintained  and  advanced,  all  tend  to  the  elimina¬ 
tion  of  the  unfit,  to  the  rise  of  the  capable  and 
honest  to  the  positions  of  direction  and  responsibil¬ 
ity,  to  the  relegation  of  the  less  capable  to  sub¬ 
ordinate  positions  in  accordance  with  their  capabil¬ 
ity.  It  is  not  only  those  who  work  and  save  and 
invest  who  have  an  immediate  interest  in  the  re¬ 
turn  of  more  than  a  dollar  for  everv  dollar  ex- 
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pended,  but  the  whole  nation  has  an  interest  for 
it  is  alone  from  the  product  of  those  who  work 
and  save  and  invest  that  the  vast  expenditures  of 
the  nation,  the  states,  the  counties  and  munici¬ 
palities  can  be  met ;  and  it  is  alone  from  the  product 
of  those  who  work  and  save  and  invest  that  are  sup¬ 
ported  the  infirm,  the  decrepit,  the  physical  and 
mental  defectives,  the  ne’er-do-well,  the  unemploy¬ 
able,  and  the  criminal.  In  the  world  of  business 
the  man  has  no  place  above  the  dollar  unless  he  can 
demonstrate  that  he  is  worth  more  than  a  dollar. 
The  business  of  the  country  is  carried  on  by  those 
who  demonstrate  that  they  are  worth  more  than  the 
dollar,  and  it  is  they  who  support  those  who  cannot 
demonstrate  from  an  economic  standpoint  that 
they  are  worth  even  so  much  as  a  dollar. 

What  business  is  and  what  business  does  are, 
however,  not  clearlv  understood  bv  all.  Indeed 
they  are  widely  misunderstood.  There  are  com¬ 
paratively  few  who  understand  that  because  a  man 
has  a  large  fortune  it  does  not  necessarily  mean 
that  men  without  such  fortune  are  necessarily  suf¬ 
fering  deprivation ;  that  on  the  contrary  the  control 
of  the  large  fortune  may  mean  investment  in  mines, 
mills  and  factories  which  give  employment  to  thou¬ 
sands,  provide  the  means  for  paying  their  wages, 
and  produce  the  tilings  of  need  to  all  people.  It  is 
not  understood  that,  whereas  large  volumes  of 
capital  during  the  earlier  period  of  our  industrial 
and  commercial  development  were  frequently  the 
result  of  the  efforts  of  their  immediate  possessors 
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wlio  often  had  to  work  the  harder  the  greater  their 
fortunes,  it  is  now  almost  invariably  the  case  that 
a  large  volume  of  capital  is  formed  of  the  con¬ 
tributions  of  many,  even  of  thousands  of  investors, 
and  is  administered  in  their  behalf  by  executives 
who  frequently  are  not  rich  but  have  come  to  their 
positions  because  of  demonstrated  capacity  for 
large-scale  organization  and  administration.  Thus 
the  greater  the  extent  to  which  the  field  of  industry 
and  commerce  is  occupied  by  corporations  whose 
capital  is  widely  distributed,  the  greater  is  the 
extent  to  which  the  field  of  industry  and  com¬ 
merce  becomes  an  industrial  democracy  with  boards 
of  directors  chosen  by  vote  of  the  investors,  and 
with  executives  called  to  their  positions  because  of 
their  qualifications. 

Obviously,  it  is  those  who  are  most  successful  in 
preventing  the  loss  of  capital  who  should  be  en¬ 
trusted  with  its  preservation,  and  those  who  are 
most  successful  in  the  use  of  capital  who  should  be 
entrusted  with  its  disposition.  Only  the  few  de¬ 
velop  this  ability,  and  they  only  through  the  ex¬ 
perience  and  practice  which  lead  to  successful  ini¬ 
tiative  and  successful  direction  of  the  increasingly 
complex  processes  of  industry  and  commerce. 
Enterprise,  wide  information,  breadth  of  grasp, 
watchfulness  of  detail,  judgment,  the  ability 
to  choose  capable  men  and  give  them  constant 
direction  are  necessary.  The  very  diffusion  of 
thrift  and  energy,  the  increasing  utilization  of  ma¬ 
chinery,  roll  up  capital  from  various  sources  in 


volume  too  large  to  be  successfully  utilized  except 
by  those  of  great  grasp  and  administrative  ca¬ 
pacity. 

As  a  rule  it  is  the  industrious,  the  thrifty,  the 
prudent  and  intelligent  who  save  by  living  within 
their  income  and  avail  of  opportunities  for  the 
wise  investment  of  their  savings.  It  is  such  who 
under  proper  restriction  ought  to  have  the  fran¬ 
chise  in  the  industrial  democracy. 

The  political  democracy  is  differently  consti¬ 
tuted.  Throughout  the  greater  part  of  the  United 
States  every  male  adult,  with  the  exception  of  cer¬ 
tain  defectives  and  criminals,  has  or  may  obtain 
the  political  franchise.  The  high  average  intelli¬ 
gence  of  the  citizens  of  the  United  States  has  been 
the  source  of  justifiable  pride  and  has  led  the  na¬ 
tion  safelv  to  ride  the  breakers,  but  still  there 
have  been  deplorable  mistakes.  Of  recent  years 
some  of  the  Southern  States  have  established  an 
educational  and  property  qualification  for  the  fran¬ 
chise.  There  is  hardly  anyone  at  this  time  who  does 
not  think  that  some  such  qualification  ought  to 

have  been  established  immediatelv  after  the  war 
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before  all  the  emancipated  slaves  were  admitted  to 
the  franchise.  Just  as  one  example  of  the  con¬ 
tinuing  effect  of  the  precipitate  action  of  that 
time  may  be  cited  the  fact  that  in  the  city  of  In¬ 
dianapolis,  one  of  the  fairest  in  the  land,  where 
social  and  business  life  is  on  a  high  plane,  there 
are  fifteen  thousand  negroes  and  these  fifteen  thou- 


54 


sand  negroes  hold  the  balance  of  political  power  in 
that  city. 

Wherever  the  political  boss  has  established  su¬ 
premacy  it  has  been  because  of  the  great  body  of 
the  ignorant  and  unscrupulous,  whose  vote  has 
been  gained,  not  because  of  appeals  to  their  citizen¬ 
ship,  but  through  the  lure  of  immediate  appeal  to 
personal  desire.  This  selfish  appeal  is  not  alone  of 
the  individual  politician  who  seeks  to  obtain  votes 
for  himself.  It  is  exemplified  in  the  appeal  which 
state  legislatures  and  even  the  national  legisla¬ 
ture  make  to  communities  and  to  large  organiza¬ 
tions  for  the  sake  of  retaining  the  hold  of  the  party 
in  power. 

This  country  has  many  reasons  to  be  proud  of 
its  government,  but  the  methods  by  which  it  has 
expended  the  public  money  do  not  constitute  one 
of  them.  The  folly  that  has  characterized  many  of 
the  congressional  appropriations  for  the  improve¬ 
ment  of  waterways  to  enable  them  to  carry  traffic 
that  never  by  any  possibility  will  come  to  them, 
for  the  erection  of  public  buildings  for  the  purpose 
of  enhancing  the  value  of  the  real  estate  of  a  strug¬ 
gling  town,  and  the  ease'  with  which  millions  after 
millions  have  been  added  to  the  pension-roll,  caus¬ 
ing  its  aggregate  to  increase  after  the  time  when  in 
the  nature  of  things  it  ought  to  decrease,  are  known 
to  all  men.  Such  appropriations  mean  expenditure 
that  is  in  utter  disregard  of  sources  of  income.  All 
sorts  of  committees  initiate  all  sorts  of  expendi¬ 
tures  and  the  wherewithal  comes  from  taxation. 
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States  and  municipalities  add  recklessly  to  the 
burdens  of  taxation,  and  yet  the  adminstration  of 
most  of  our  large  cities  is  so  far  inferior  to  that  of 
cities  of  corresponding  size  in  Europe  as  to  make 
their  condition  a  reproach.  The  political  adminis¬ 
tration  in  this  country,  whether  of  the  nation,  the 
states,  or  the  municipalities,  has  to  this  time  shown 
little  regard,  if  any,  for  making  even  one  blade  of 
grass  grow  where  one  grew  before,  of  obtaining 
even  one  dollar  in  return  for  the  dollar  expended. 
The  financial  record  of  the  political  government  of 
this  country  is  of  appalling  wastefulness. 

As  the  franchise  in  this  country  is  held  by 
virtually  all  male  adult  citizens,  it  is  but  natural 
that  great  bodies  of  voters  should  seek  to  obtain 
through  governmental  action  benefits  which  they 
have  not  been  able  to  secure  for  themselves.  Manu¬ 
facturers  sought  advantages  through  protective 
tariffs;  railroad  promoters  sought  vast  grants  of 
land.  It  has  not  been  many  years  since  it  was  the 
common  belief  that  legislation  was  controlled  by 
the  men  in  charge  of  the  large  business  interests 
and  oftentimes  by  unworthy  methods.  Admitting 
that  there  was  a  large  measure  of  foundation  for 
this  belief,  it  alone  is  a  sad  commentary  upon  the 
quality  and  the  integrity  of  the  men  elevated  to 
public  office  by  the  votes  of  their  constituents. 

Now  the  tables  are  turned.  It  is  the  organiza¬ 
tions  of  great  bodies  of  voters  such  as  the  trades 
unions  that  have  lobbies  at  the  Federal  and  State 
capitals,  that  negotiate  with  a  candidate  before 
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his  election  as  to  what  he  will  do  in  return  for  their 
vote,  that  send  telegrams  of  congratulations  to 
governors  when  they  approve  bills  instigated  by 
the  labor  organizations.  In  all  such  instigation 
there  is  no  effort  to  cause  two  blades  of  grass  to 
grow  where  but  one  grew  before,  to  bring  a  dollar 
of  return  for  a  dollar  expended. 

It  would  seem,  therefore,  that  the  political  de¬ 
mocracy  with  universal  male  franchise  and  the  in¬ 
dustrial  democracy  composed  of  those  who  have 
contributed  to  the  aggregate  of  capital  are  not  pull¬ 
ing  together.  Even  if  the  extreme  assertion  were 
to  be  admitted  that  the  one  is  more  concerned  with 
the  man  and  the  other  the  more  concerned  with  the 
dollar,  there  is  yet  never  to  be  forgotten  that  the 
man  is  important  and  that  the  dollar  also  is  im¬ 
portant,  that  without  sturdy  and  efficient  men  there 
could  not  be  the  production  of  wealth  and  that 
without  wealth  there  could  not  be  sturdy  and  effi¬ 
cient  men. 

That  there  have  been  evils  and  that  there  are 
evils  in  the  industrial  democracy  as  well  as  in  the 
political  democracy  every  one  knows.  As  the 
leaders  of  the  political  democracy  have  often 
sought  to  gain  and  retain  political  power  through 
wasteful  expenditure  of  the  money  provided  by 
taxation,  so  also  have  leaders  of  the  industrial  de¬ 
mocracy  often  sought  to  gain  wealth  through  the 
ruthless  exploitation  of  those  who  work  for  wage 
or  salary. 


Would  tlie  problem  be  solved,  would  the  condi¬ 
tion  of  the  country  be  advanced,  if  the  control  of 
the  231>ocesses  of  industry  and  commerce  were 
placed  with  the  political  democracy  to  be  imme¬ 
diately  directed  under  the  auspices  of  the  office 
holders  elected  by  the  political  democracy  in¬ 
stead  of  the  executives  chosen  by  the  industrial 
•  democracy?  There  is  the  alternative  known  as 
public  regulation.  There  is  an  old  saying  that  if 
you  want  a  thing  done  right  you  must  do  it  your¬ 
self.  That  dictum  has  a  limited  application  to 
the  things  done  wholly  by  oneself  in  one’s  own 
interest,  and  frequently  does  not  hold  good  even 
within  this  limit.  When  it  comes  to  administra¬ 
tion,  and  especially  to  the  direction  on  a  large  scale 
of  the  processes  of  a  large  organization,  it  is  much 
easier  to  pick  flaws  than  to  perform,  to  criticize 
than  to  do,  and  this  is  the  principal  reason  why  it 
is  better  that  the  large  business  of  this  country  be 
regulated  by  the  people  than  administered  by  the 
people.  The  army  and  navy  are  large  organiza¬ 
tions  to  be  sure,  and  are  administered  by  the 
government,  but  they  are  not  concerned  with  ob¬ 
taining  return  for  the  money  expended.  The  con¬ 
dition  of  the  army  at  the  beginning  of  the  Spanish 
war  did  not  afford  a  high  testimonial  to  the  effi¬ 
ciency  of  its  administration,  and  it  has  often  been 
claimed  that  there  is  log-rolling  in  connection  with 
the  navy-yards  as  well  as  in  appropriations  for 
government  buildings. 

As  has  time  and  again  been  pointed  out,  when  a 
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large  organization  is  under  the  control  and  ad¬ 
ministration  of  a  governmental  body  that  adminis¬ 
tration  is  affected  in  many  ways  by  political  in¬ 
fluence.  The  vigorous  efforts  of  many  years  to 
place  the  employees  of  the  federal  government 
under  the  civil  service  have  only  been  successful 
in  part.  When  fault  is  found  with  a  particular 
process  of  governmental  administration  there  is 
likely  to  be  a  wrangle  between  the  party  in  power 
that  is  responsible,  and  the  party  out  of  power  that 
is  looking  for  every  opportunity  to  find  fault.  The 
governmental  processes  are  so  involved  and  there 
is  such  division  of  authority  that  definite  re¬ 
sponsibility  is  often,  if  not  always,  extremely  dif- 
cult  to  place.  The  appeal  is  to  the  voters.  If 
they  uphold  criticism  to  the  extent  of  displacing 
the  party  in  power  there  is  a  change  of  administra¬ 
tive  officers,  oftentimes  a  change  in  general  ad¬ 
ministrative  policy,  and  frequent  changes  in  ad¬ 
ministrative  policy  and  the  personnel  of  adminis¬ 
tration  usually  do  not  bode  well  for  efficiency. 

On  the  other  hand,  a  public  regulatory  body,  es¬ 
pecially  an  appointed  commission  of  the  type  now 
exemplified  by  the  Interstate  Commerce  Commis¬ 
sion  and  railroad  and  public  service  commissions 
of  many  of  the  States,  is  far  less  responsive  to 
political  influence  than  a  legislative  body  whose 
members  are  elected  for  short  terms  and  per¬ 
sistently  seek  reelection.  Such  a  body  may  be  an 
efficient  critic  and  censor  of  the  conduct  of  a  busi¬ 
ness  organization,  even  although  its  own  organiza- 
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tion  be  defective  and  poorly  administered.  With 
proper  authority  it  can  bring  pressure  to  bear 
upon  those  actually  charged  with  the  administra¬ 
tion  of  business  organizations  that  will  cause  them 
to  remedy  abuses  such  as  a  political  organization 
would  have  great  difficulty  in  remedying  within 
its  own  ranks. 

The  country  is  not  at  this  time  immediately  con¬ 
fronted  with  the  proposal  that  the  government 
take  over  the  administration  of  all  business.  It  is, 
however,  immediately  confronted  with  the  proposal 
that  the  government  take  over  and  administer  the 
telegraph  and  telephone  systems,  and  the  proposal 
that  it  take  over  and  administer  the  railroads  has 
become  a  subject  of  wide  discussion. 

If  the  railroads  were  taken  over  by  the  govern¬ 
ment  it  would  be  inevitable  that  no  end  of  ques¬ 
tions  would  come  into  politics  that  are  not  now  sub¬ 
ject  to  political  decision.  It  is  almost  inevitable 
that  the  tremendous  voting  power  of  the  rank  and 
file  of  the  employes  would  cause  their  votes  to  be 
sought  by  politicians  with  various  promises  of  in¬ 
creases  in  pay  and  easier  working  conditions.  The 
party  in  power  by  having  control  of  the  railways 
would  have  control  of  the  nation.  Should  there 
come  to  the  presidency  a  man  with  the  ambition 
to  establish  a  dictatorship,  his  pathway  would  be 
the  less  difficult. 

It  is  impossible  that  under  governmental  owner¬ 
ship  the  railways  would  be  manned  in  any  appre¬ 
ciable  degree  by  other  than  the  employees  now  in 
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their  service.  There  likely  would  be  more  or  less 
change  in  the  officers  charged  with  administration 
and  management,  but  there  could  not  be  a  great 
deal  of  change  even  in  these  because  men  capable 
to  fill  such  positions  are  now  all  too  few.  The  great 
body  of  under  officials  and  employees  would  of 
necessity  have  to  be  constituted  at  least  for  a  time 
almost  entirely  of  the  same  men  by  which  it  is  now 
constituted.  Responsibility  for  their  perform¬ 
ance  would  rest  ultimately  with  governmental 
officials  elected  by  the  people  instead  of  with 
officers  owing  their  positions  to  their  efficiency  and 
retaining  their  positions  only  so  long  as  their  effi¬ 
ciency  continues. 

The  experience  of  the  country  with  appropria¬ 
tions  for  river  and  harbor  improvements  and  for 
public  buildings  gives  ample  reason  for  belief  that 
if  the  building  of  new  railroads  were  to  become  a 
matter  of  congressional  appropriations  the  con¬ 
gressmen  of  one  part  of  the  country  would  en¬ 
deavor  to  get  railroads  for  their  district,  and  the 
congressmen  of  other  parts  of  the  country  would 
endeavor  to  get  railroads  for  their  districts  whether 
there  were  economic  justification  for  their  con¬ 
struction  or  not;  and  there  would  ensue  intermi¬ 
nable  log-rolling  and  wasteful  appropriations. 

In  recent  years  there  have  been  debates  in  the 
Houses  of  Congress  even  as  to  railroad  rates  ap¬ 
plying  in  one  section  of  the  country  as  compared 
with  the  rates  in  another  section.  If  the  govern¬ 
ment  were  to  take  over  the  railroads,  it  is  almost 
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inevitable  that  the  shippers  of  a  particular  sec¬ 
tion  of  the  country  would  cast  their  influence  for 
the  candidate  who  would  endeavor  to  obtain  rates 
that  might  give  them  an  advantage  in  competitive 
markets.  The  shippers  of  other  districts  would 
adopt  similar  methods  in  opposition.  The  result 
would  be  that  the  freight-rate  structure  of  the 
United  States  that  has  been  undergoing  a  gradual 
adjustment  to  the  needs  of  commerce  would  be 
thrown  into  confusion.  That  this  is  not  idle  sur¬ 
mise  is  demonstrated  by  the  fact  that  the  legisla¬ 
ture  of  more  than  one  state  has  forced  its  railroads 
to  make  rates  for  intrastate  traffic  solely  for  the 
purpose  of  giving  shippers  of  the  respective  state 
an  advantage  over  their  competitors  of  other 
states. 

As  has  been  said,  the  material  welfare  of  the  peo¬ 
ple  of  a  nation  can  only  be  served  when  two  blades 
of  grass  are  made  to  grow  where  but  one  grew  be¬ 
fore,  when  for  a  dollar  expended  a  new  dollar  and 
more  is  returned.  The  conduct  of  industry  and 
commerce  under  private  enterprise  does  not  always 
serve  this  end.  There  are  losses  in  business  and 
there  are  failures  in  business,  but  the  loss  falls 
upon  the  immediate  investor. 

It  has  been  the  theory  of  this  country  that  the  ex- 
penditure  of  the  government  should  serve  the  needs 
of  the  people  in  ways  in  which  they  cannot  so  well 
serve  themselves.  Therefore  have  been  sanc¬ 
tioned  the  expenditures  for  offense  and  defense, 
for  maintaining  order,  for  popular  education,  and 
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other  purposes  in  which  immediate  pecuniary  re¬ 
turn  is  not  expected  or  desired.  Such  purposes 
are  properly  served  by  taxation  for  the  common 
good.  If,  however,  the  government  enters  upon 
the  control  and  administration  of  the  processes 
of  industry  and  commerce  it  takes  it  upon  itself 
to  see  that  two  blades  of  grass  must  be  made  to 
grow  where  but  one  grew  before,  that  for  a  dollar 
expended  a  new  dollar  and  more  must  be  returned. 
The  nearest  approach  that  the  government  now 
makes  to  conducting  a  business  enterprise  is  in 
the  distribution  of  the  mails,  and  the  Post-Office 
Department  has  never  even  been  self-sustaining. 
A  recent  Postmaster  General  reported  that  the 
deficit  in  the  operation  of  the  Post-Office  Depart¬ 
ment  had  been  turned  into  a  surplus,  but  that  re¬ 
port  was  arrived  at  through  distorted  accounting 
as  reprehensible  as  any  ever  undertaken  by  finan¬ 
cial  buccaneers  in  railroad  exploitation. 

In  so  rich  a  country  as  the  United  States  the 
burden  of  taxation  has  not  fallen  heavily  upon  the 
people,  although  it  has  been  asserted  that  if  the 
aggregate  taxation,  direct  and  indirect  of  the  fed¬ 
eral  government,  the  state  governments,  the  mu¬ 
nicipalities,  and  other  political  entities  having 
the  taxing  power  were  assigned  per  capita,  the  pro¬ 
portion  would  be  found  to  be  greater  than  in  any 
of  the  heavily  taxed  countries  of  Europe.  If  the 
government  were  to  take  over  and  operate  the  rail¬ 
roads  with  the  same  degree  of  business  inefficiency 
and  business  laxity  that  has  characterized  other 
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phases  of  its  administration,  it  would  not  be  many 
years  before  taxation  would  bear  severely  upon 
every  taxpayer.  If  the  government  were  to  take 
over  and  operate  the  railroads,  the  express  service, 
the  telegraph,  and  telephone  service,  it  would  be  the 
largest  purchaser  of  coal,  of  iron,  and  steel,  likely 
of  lumber,  and  other  of  the  great  commodities  of 
commerce.  Its  payrolls  would  be  increased  by 
over  two  million  employees.  With  their  families 
this  would  mean  that  over  ten  million  persons,  or 
one  out  of  every  ten  in  the  United  States  would  be 
directly  dependent  upon  governmental  disburse¬ 
ment. 

To  know  from  what  sources  money  is  received 
and  in  what  direction  money  has  been  expended, 
and  therefore  to  know  whether  or  not  a  new  dollar 
is  being  returned  for  every  dollar  expended,  is 
needed  an  exact  and  definite  system  of  accounts 
that  is  necessarily  the  more  elaborate  the  larger  the 
scale  of  operations,  and  the  more  intricate  the 
greater  the  variety  of  the  processes.  The  Inter¬ 
state  Commerce  Commission  in  co-operation  with 
officers  of  the  railways  has  devised  a  system  of  ac¬ 
counts  for  their  operation  that  is  a  highly  de¬ 
veloped  achievement  and  that,  moreover,  is  con¬ 
tinuously  undergoing  improvement. 

That  which  the  people  through  this  regulatory 
body  have  been  able  to  do  in  bringing  to  the  clear 
light  the  receipts  and  expenditures  of  the  railways, 
they  have  never  been  able  to  bring  about  for  the 
receipts  and  expenditures  of  the  political  govern- 
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ments  through  the  officers  they  have  elected  to 
administer  those  governments.  It  is  in  but  few 
states  that  the  accounts  of  moneys  received  from 
the  people  and  expended  for  the  people  are  kept 
scientifically  and  intelligibly.  The  wastefulness 
of  the  expenditure  of  the  moneys  received  from  the 
taxpayers  of  the  large  cities  is  a  by-word  and  the 
so-called  accounting  systems  of  most  of  these  cities 
are  beneath  contempt. 

The  national  government,  which  does  not  pro¬ 
vide  the  capital  for  the  railways  nor  the  expend¬ 
iture  for  their  maintenance,  properly  compels 
them  to  keep  comprehensive  and  accurate  records 
of  their  traffic  and  of  their  traffic  in  relation  to 
expenditure. 

The  government,  which  does  provide  the  capital 
for  the  construction  of  canals,  the  improvement  of 
rivers  and  the  expenditure  for  the  maintenance  of 
all  inland  waterways,  has  not  required  until  re¬ 
cently  any  adequate  record  of  the  traffic  carried 
upon  them.  Such  statistics  of  this  traffic  as  are 
given  in  the  reports  of  the  chief  of  engineers  are 
compiled  from  such  data  as  are  available,  but  which 
admittedly  are  unsatisfactory.  It  is,  perhaps,  not 
an  exaggeration  to  say  that  the  entire  value  of  the 
entire  traffic  carried  upon  many  an  inland  water¬ 
way  is  not  equal  to  the  annual  expenditure  of  the 
government  thefeon. 

Many  of  the  public  regulating  bodies  during 
their  earlier  years  were  outspoken  champions  of 
the  people  against  the  corporations.  They  not  only 
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were  professedly  partisan  in  opposition  to  the  large 
business  interests  of  the  country,  but  were  vindictive 
in  public  utterances  against  the  business  interests, 
and  especially  against  the  railways.  But  there  are 
always  two  sides  to  every  question.  With  the  con¬ 
tinuance  of  their  service  the  public  commissions 
are  gaining  the  experience  which  the  better  enables 
them  to  understand  not  only  the  evils  in  business 
which  must  be  removed  but  the  beneficent  activi¬ 
ties  of  business  which  must  have  strength  and  sup¬ 
port.  On  the  other  hand,  those  engaged  in  the  ad¬ 
ministration  of  business  and  especially  of  the  great 
corporations,  have  come  the  more  clearly  to  under¬ 
stand  the  line  between  business  energy  and  undue 
aggressiveness. 

A  recent  phase  of  public  regulation  that  is  of 
great  significance  is  the  public  arbitration  of  indus¬ 
trial  disputes.  Competition  was  supposed  to  serve 
the  public  good  by  putting  each  man  on  his  mettle, 
by  allowing  him  to  obtain  benefit  from  the  social 
organization  to  the  extent  that  he  contributed  to  the 
benefit  of  the  social  organization.  When  the  com¬ 
petitors  joined  in  combination,  whether  of  labor  or 
of  capital,  there  was  a  modification  of  competition. 
Instead  of  competition  between  individual  and  in¬ 
dividual  for  employment  there  came  a  struggle 
between  trade  union  and  corporation  as  to  the 
division  of  the  returns  from  the  product  which  is 
the  joint  result  of  labor  and  capital.  The  strike 
and  the  boycott  have  led  to  mediation,  conciliation, 
and  arbitration,  through  which  it  has  come  about 
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that  boards  of  arbitration  chosen  by  the  disputants 
or  by  the  government  or  in  part  by  one  and  in 
part  by  the  other  determine  the  questions  at  issue. 
This  procedure  is  a  step  away  from  pulling  apart 
and  a  step  toward  pulling  together  for  the  com¬ 
mon  good.  In  the  arbitrations  the  contentions, 
the  arguments  and  the  facts  of  the  disputants  are 
brought  to  the  light.  This  alone  helps  to  a  better 
understanding  that  itself  ought  to  lead  to  the  more 
peaceful,  amicable  and  well-considered  adjustment 
of  future  disputes. 

This  is  one  of  the  ways  in  which  the  whole  peo¬ 
ple  are  gaining  that  understanding  of  the  various 
phases  of  industry  and  commerce  which  may  per¬ 
haps  in  time  fit  them  to  control  and  to  direct  the 
industrial  and  commercial  processes  in  the  same 
way  that  they  now  control  and  direct  the  processes 
of  the  political  government,  or  better  it  were  to  say 
in  the  way  that  they  ought  to  control  and  direct  the 
political  government  through  the  means  at  their 
hand. 

In  the  ideal  industrial  state  depicted  by  Edward 
Bellamy  in  “ Looking  Backward,”  it  is  the  whole 
people  who  do  control  and  direct  the  processes  of 
industry  and  commerce  as  they  do  the  construc¬ 
tion  and  maintenance  of  the  highways,  public  sani¬ 
tation,  the  channels  of  communication  and  other 
parts  of  the  social  mechanism  for  the  social  good. 
In  that  ideal  state  of  Bellamy,  which  perhaps  is 
typical  of  the  ideal  of  every  one  who  hopes  for  the 
fullest  attainment  of  the  brotherhood  of  man, 
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there  are  neither  physical  nor  mental  defectives 
because,  under  the  conditions  of  living  and  of  mar¬ 
riage,  such  could  not  be  born.  After  a  preliminary 
period  of  education  from  childhood  through  youth 
carefully  adapted  to  develop  the  physical  and  men¬ 
tal  characteristics  of  the  individual,  each  boy  and 
girl  is  assigned  to  a  round  of  preliminary  service 
including  work  with  the  hands  in  pursuits  that  at 
the  present  time  are  considered  to  be  those  of  the 
drudge  and  the  menial.  But  in  Bellamy’s  state 
there  is  no  drudgery,  for  all  recognize  that  all  work 
is  service  for  the  common  good. 

After  the  preliminary  round  of  service  the  youth 
is  assigned  to  the  vocation  for  which  he  has  mani¬ 
fested  particular  aptitude.  By  the  time  he  is  forty 
or  forty-five  years  old  his  contribution  to  the  ma¬ 
terial  welfare  of  the  state  is  deemed  sufficient  to 
justify  his  retirement  and  the  spending  of  the  re¬ 
mainder  of  his  life  in  self-cultivation,  except  that 
after  five  years  of  such  leisure  and  study  in  which 
his  view  has  been  broadened,  he  may  be  called  upon 
to  serve  as  one  of  the  directors  of  the  industrv  in 
which  he  spent  the  larger  part  of  his  service.  The 

directorate  of  each  industrv  determines  the  kind 
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of  product  as  nearly  as  possible  in  accordance  with 
the  wishes  of  the  people,  the  places  of  production 
and  the  quantities  of  production  sufficient  to  meet 
the  needs  of  all  of  the  people. 

A  national  board  composed  of  members  selected 
from  the  various  industrial  boards  determines 
questions  of  national  concern,  among  others  the 
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amount  of  the  surplus  of  production  that  shall  be 
used  as  capital  for  future  production.  In  this 
state  every  one  puts  forth  his  best  efforts  at  all 
times  because  of  the  satisfaction  that  lies  in  doing 
the  best  that  can  be  done  and  in  the  knowledge  that 
thereby  he  best  serves  the  social  welfare.  It  is  so 
with  the  inventor,  the  composer,  the  writer,  the 
man  of  affairs,  with  everyone  in  every  vocation; 
the  satisfaction  of  doing  is  the  only  motive,  and  ap¬ 
probation  of  their  fellowmen  the  reward. 

There  is  probably  no  one  who  would  deny  that 
the  attainment  of  such  a  state  would  be  the  trans¬ 
cendent  achievement  of  man.  There  apparently  are 
those  who  think  that  such  a  state  could  immediately 
be  brought  about  by  abolishing  present  institutions 
and  establishing  such  a  social  state  forthwith. 
The  demonstration  of  the  futility  of  such  a  pro¬ 
posal  leads,  however,  to  the  perception  that  the 
social,  the  material,  and  the  spiritual  progress  of 
man  is  toward  just  such  a  state  as  Bellamy  de¬ 
picts.  The  pressure  of  the  political  forces,  of  the 
economic  forces,  of  the  spiritual  forces,  is  mould¬ 
ing  men  and  the  institutions  of  men  into  fitness  for 
such  a  state.  Great  as  has  been  the  progress  the 
goal  is  as  yet  far  beyond  and  it  cannot  be  reached 
except  step  by  step  along  the  path  along  which  we 
have  come  step  by  step. 

The  entire  country  is  in  a  ferment  of  economic 
education.  The  theory  of  our  government  is  that 
its  institutions  rest  upon  the  will  of  the  people, 
but  that  they  shall  be  determined  only  after  thor- 
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ough  popular  discussion  and  deliberation.  It  is  to 
be  hoped  that  the  present  discussion  will  not  be  cut 
off  by  a  precipitate  decision  on  the  questions  at  is¬ 
sue  but  will  continue  until  there  is  thorough  un¬ 
derstanding  on  the  part  of  all  men  of  the  economic 
transition  which  has  been  taking  place  during  the 
last  half  century.  When  that  understanding  has 
been  reached  it  may  be  that  the  organization  of 
business  will  have  become  so  adapted  to  the  service 
of  the  whole  people  that  there  will  be  no  case  of 
governmental  control  versus  private  enterprise, 
that  the  work  of  all  the  people  for  all  of  the  people 
will  have  attained  that  development  and  that  recog¬ 
nition  which  may  lead  to  the  realization  of  Bell¬ 
amy’s  ideal  state. 


IY. 


The  Valuation  of  Railways. 

On  March  1,  1913,  the  President  of  the  United 
States  signed  a  bill  directing  the  Interstate  Com¬ 
merce  Commission  to  make  a  “ Valuation  of  the 
Railways.”  It  is  quite  customary  for  govern¬ 
mental  bodies  having  the  taxing  power  to  make  ap¬ 
praisals  of  property,  but  this  Federal  valuation  of 
the  railways  is  not  for  purposes  of  taxation:  the 
end  which  it  is  intended  to  serve  is  not  specified  in 
the  bill. 

The  purposes  for  which  the  valuation  is  desired 
may  be  inferred,  however,  from  the  public  discus¬ 
sion,  the  debates  in  Congress  and  the  hearings  of 
the  congressional  committees  before  the  bill  was 
enacted.  There  is  a  feeling  on  the  part  of  many 
that  the  railways  are  over-capitalized ;  that  is,  that 
the  par  value  of  the  stocks  and  bonds  issued  by  the 
railways  exceeds  the  value  of  their  property. 
Linked  with  this  is  the  feeling  that  the  railways 
endeavor  to  keep  their  rates  up  to  a  level  that  will 
produce  revenue  sufficient  to  pay  a  return  on  the 
excess  of  capitalization. 

It  is  to  be  noted  that  the  utilization  of  the  gov¬ 
ernment  as  an  agency  to  correct  evils  of  overcapi¬ 
talization  and  to  limit  the  amount  of  profit  is  ut¬ 
terly  foreign  to  the  conception  of  the  scope  of  the 
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government  when  this  nation  was  established. 
The  utilization  of  the  government  as  such  an 
agency  is  foreign  to  the  theory  of  competition 
under  which  business  was  encouraged. 

Under  the  theory  of  competition  the  seller  got 
as  much  as  he  could  for  what  he  had  to  sell,  and 
the  purchaser  paid  as  little  as  he  could  for  what 
he  had  to  buy.  It  was  thought  that  if  the  seller 
asked  too  much  or  if  it  were  found  that  he  was 
making  too  large  profits,  other  producers  would 
enter  the  market  and  the  price  would  be  brought 
down  to  the  lowest  level  at  which  there  would  be 
sufficient  production  to  supply  the  demand.  This 
is  the  theory  that  applies  to  private  enterprise. 
The  utmost  freedom  of  business  activity  was 
sought  and  defended  as  a  national  principle.  Be¬ 
cause  of  the  belief  in  the  impersonal  restraints  of 
competition  there  was  no  fear  of  abuse  under  the 
rights  of  private  property  and  private  initiative. 

Although  the  railways  had  not  from  the  begin¬ 
ning  been  accorded  by  law  the  freedom  of  private 
enterprise  in  its  entirety,  they  enjoyed  in  practice 
in  great  degree  until  the  end  of  the  third  quarter 

of  the  nineteenth  centurv  the  freedom  and  the 
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rights  that  pertain  to  private  business  in  general. 
It  was  expected  that  through  their  multiplication 
competition  would  be  established  between  them 
and  that  this  would  ensure  fair  charges  and  good 
service. 

Under  the  competitive  regime  it  was  an  accepted 
principle  that  a  man  was  welcome  to  whatever  he 
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could  gain  from  the  use  of  any  tool  or  instrument 
or  other  property  that  he  had,  regardless  of  what 
it  might  have  cost  or  might  sell  for.  If  with  a  set 
of  tools  a  carpenter  by  skill  and  knack  could  make 
more  money  than  another  carpenter  with  tools 
equally  good  he  was  welcome  to  it.  It  rested 
entirely  with  the  individual  as  to  whether  he 
should  buy  a  thing  at  the  price  for  which  he 
could  obtain  it.  It  rested  entirely  with  the 
individual  as  to  whether  he  should  sell  a  thing 
at  the  price  he  could  obtain  for  it.  It  rested  en¬ 
tirely  with  the  owner  of  a  tool  or  instrument,  or 
land,  or  other  property  whether  he  would  use  it 
entirely  in  his  own  immediate  service,  or  whether 
he  would  dispose  of  its  use  by  hire  or  rental,  or 
whether  he  would  use  it  for  the  production  of 
things  to  be  sold.  If  through  either  disposition 
gain  accrued  the  gain  was  his.  If  through  either 
disposition  loss  was  entailed  the  loss  fell  upon  him. 

This  free  play  of  buying  and  selling  at  the  will 
of  the  individual  and  at  prices  determined  by  bar¬ 
gaining  between  buyers  and  sellers,  led  to  the  con¬ 
ception  of  value  which  is  held  by  economists,  or 
rather  the  bifold  conception  of  value  entertained 
by  them,  one  phase  of  the  conception  being  a  corol¬ 
lary  of  the  other.  The  first  phase  of  this  concep¬ 
tion  is  that  of  value  to  the  individual.  The  value 
of  a  thing  in  this  sense  is  the  estimate  by  the  in¬ 
dividual  of  the  desirability  of  that  thing  for  his 
own  use  or  purposes.  Such  estimate  depends  upon 
the  usefulness  of  the  thing  to  its  possessor — the 
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benefit  derivable  from  his  immediate  personal  use 
of  it,  or  the  benefit  he  can  derive  from  allowing  it 
to  be  used  by  others  for  a  consideration.  The  value 
of  a  thing  in  this  sense  is  a  matter  of  the  opinion  of 
the  individual.  One  person  may  place  a  higher  esti¬ 
mate  upon  the  desirability  of  a  thing  than  another 
person.  In  the  minds  of  different  persons  the 
value  of  a  particular  thing  may  vary  widely,  ac¬ 
cording  to  the  degree  of  usefulness  that  they  may 
respectively  think  it  may  have  for  them,  or  accord¬ 
ing  to  the  return  that  they  may  respectively  think 
they  can  derive  by  disposing  of  its  use. 

The  other  phase  of  the  economists7  conception  of 
value  is  of  value  in  the  market.  This  value  in  the 
market  develops  out  of  the  value  to  the  individual, 
or  rather  out  of  the  respective  values  that  a  thing 
may  have  in  the  minds  of  different  individuals.  The 
value  in  the  market  is  the  amount  of  money  or  of 
goods  or  of  services  for  which  a  thing  may  ex¬ 
change  in  the  market.  Obviously,  if  the  value  of 
a  thing  to  himself  as  determined  by  the  individual 
is  respectively  different  in  the  minds  of  different 
individuals,  the  price  which  each  of  them  may  be 
willing  to  pay  for  the  thing  may  differ  from  that 
which  any  of  the  others  may  be  willing  to  pay  for 
it.  The  actual  market  value,  the  amount  of  money 
which  it  will  actually  bring,  is  therefore  the  result¬ 
ant  of  the  views  of  those  who  are  willing  to  buy 
and  those  who  are  willing  to  sell. 

To  repeat,  value  to  the  particular  individual  is 
merely  the  estimate  of  that  particular  individual 
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of  the  desirability  of  a  thing  for  his  own  use  or  pur¬ 
poses.  Market  or  exchange  value  contemplates  the 
purchase  and  sale  of  the  thing.  This  market  value 
emerges  from  the  conflicting  views  of  possible 
buyers  and  possible  sellers  as  to  the  amount  of 
money  which  the  effective  seller  obtains  from  the 
effective  buver. 

These  two  meanings  of  value,  or  rather  of  these 
two  correlated  phases  of  value  are  the  meanings 
that  have  been  employed  in  the  conduct  of  industry 
and  commerce  in  this  country.  These  definitions 
of  value  wdiich  have  been  arrived  at  by  economists,, 
those  whose  profession  it  is  to  study  the  distribu¬ 
tion  of  things  and  services,  by  observation  of  the 
processes  of  industry  and  commerce  imply  first, 
that  the  full  attainment  of  value  to  the  individual 
is  only  possible  when  a  thing  may  be  used  without 
restraint ;  and,  second,  that  the  full  attainment  of 
value  in  exchange  is  only  possible  when  a  thing 
may  be  sold  for  what  it  will  bring  in  an  unre¬ 
stricted  market. 

In  the  United  States  there  have  been  few  such 
restraints.  The  Constitution  of  this  country  was 
especially  devised  to  give  the  utmost  liberty  to  the 
people  by  placing  checks  upon  any  possible  misuse 
of  governmental  power.  The  spirit  of  our  fore¬ 
fathers  was  that  of  individualism.  The  restraints 
of  competition  were  relied  upon  to  prevent  abuses. 

The  meaning,  or  rather  the  correlated  meanings 
of  the  word  “ value”  used  by  economists  do  not, 
however,  always  accord  with  the  significance  of  the 
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term  in  popular  usage.  The  word  is  popularly  em¬ 
ployed  in  various  other  meanings  and  shades  of 
meaning.  Sometimes  “value”  is  used  simply  to 
express  an  idea  as  to  what  a  thing  “ought  to  be 
worth.”  Another  of  these  shades  of  meaning  in 
popular  usage  is  that  “ value”  is  the  same  as 
“cost.” 

In  the  act  of  Congress  providing  for  a  valuation 
of  the  railways  these  various  other  meanings  are 
indicated  by  the  expressions  “original  cost,” 
“original  cost  to  date,”  “cost  of  reproduction 
new,”  “cost  of  reproduction  less  depreciation,” 
and  “other  values  and  elements  of  value.”  There 
is  difference  of  opinion  as  to  the  practical  signifi¬ 
cance  of  each  of  these  expressions.  Without  dis¬ 
cussing  these  differences  of  opinion  here  we  will 
consider  the  application  to  a  railway  of  the  mean¬ 
ings  of  value  ascribed  to  the  economists. 

The  value  of  a  railway  to  an  individual  from  the 
standpoint  of  its  serviceability  to  him  cannot  possi¬ 
bly  be  of  practical  significance  in  the  determination 
of  its  current  pecuniary  value  because  the  service 
of  the  railways  is  an  absolute  necessity  to  every 
person  living  within  the  confines  of  civilization. 
If  they  were  confronted  with  the  alternative 
of  being  deprived  of  railway  service  shippers  and 
passengers  would  be  willing  to  pay  many  times 
the  prevailing  charges  for  transportation. 

The  value  of  a  particular  railway  to  an  indi¬ 
vidual  may,  however,  be  considered  in  the  light  of 
the  railway  as  a  source  of  income  to  the  individual, 
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if  he  be  an  investor  in,  or  have  money  to  invest  in 
its  securities.  From  this  standpoint  the  value  of 
a  railway  to  an  individual  depends  upon  the  profit 
or  the  expectation  of  profit  from  the  traffic  carried, 
from  the  rates  charged ;  that  is,  the  value  of  a  rail¬ 
way  to  the  individual  investor  is  determined, 
broadly  speaking,  by  its  earning  power. 

The  correlated  meaning  of  value — that  is,  the 
market  or  exchange  value  of  a  railway — is  also 
largely  determined  from  the  view  of  the  railway  as 
a  source  of  income  to  the  investor.  That  is,  the 
market  value  of  a  railway’s  stocks  and  bonds 
emerges  from  the  conflicting  views  of  possible 
buyers  and  possible  sellers  as  the  amount  of  money 
per  share  or  per  bond  which  the  effective  seller 
obtains  from  the  effective  buyer.  It  is  true  that 
market  quotations  are  affected  by  other  conditions 
than  desirability  as  an  investment,  but  still  de¬ 
sirability  as  an  investment  is  normally  the  underly¬ 
ing  consideration  in  determining  market  quota¬ 
tions. 

What  would  be  the  market  value,  that  is  the  ex¬ 
change  value,  the  sale  and  purchase  value  of  a  rail¬ 
way  in  its  entirety  is  difficult  of  ascertainment  be¬ 
cause  railways  in  their  entirety  are  seldom  bought 
and  sold.  But  this  market  .or  exchange  value  is 
indicated  with  at  least  some  degree  of  approxima¬ 
tion  by  the  market  quotations  of  stocks  and  bonds. 
This  is  because  the  market  price  of  a  share  of  stock 
or  of  a  bond  of  a  railway  company  is  the  resultant 
of  the  judgment  of  all  effective  buyers  and  sellers 


of  the  benefits  that  may  be  derived  from  owner¬ 
ship  of  such  stocks  and  bonds.  These  various 
judgments  of  buyers  and  sellers  are  determined 
in  the  main  by  their  respective  estimates  of  the 
earnings  of  the  company  and  of  the  probability  of 
their  continuance.  These  estimates  of  earning 
power  are  in  turn  based  upon  their  opinions  of  the 
character  of  the  construction,  equipment,  and 
operation,  of  the  location  and  connections  of  a 
railway,  of  its  established  traffic,  and  of  its  prob¬ 
able  future  traffic. 

In  this  composite  judgment  are  focused  opin¬ 
ions  as  to  the  soundness  of  the  capital  issues  and 
as  to  the  “ water”  that  may  be  in  them,  of  all  fac¬ 
tors  in  the  past  and  in  the  present  that  affect  the 
company  and  of  those  that  bear  upon  its  future. 
In  this  composite  judgment  that  finds  expression 
in  the  market  value  as  indicated  in  the  market 
quotations  there  is  indicated  at  the  one  extreme 
the  opinion  of  the  careful  student  of  affairs,  and 
at  the  other  extreme  the  haphazard  guess  of  the 
stock  speculator  of  a  day. 

Therefore  as  stocks  and  bonds  are  but  evidences 
of  the  ownership  of  a  railway,  their  market  value 
is  to  a  certain  extent  an  indication  of  the  value  that 
will  be  placed  upon  the  property  as  a  whole  at  the 
time. 

Under  the  theory  of  value  so  considered,  the 
value  of  a  railway  to  the  individual  investor  and 
the  market  or  exchange  value  of  the  stocks  and 
bonds  of  a  railway  have  been  determined  in  this 
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country  by  the  play  of  economic  forces.  The  par 
value,  especially  of  railway  stocks,  is  seldom  a 
criterion  of  their  market  value.  During  the 
greater  portion  of  the  life  of  this  nation  any  one 
who  could  obtain  the  requisite  capital  and  had  the 
requisite  energy  could  build  a  railroad,  and  the 
railway  could  charge  such  rates  as  it  could  obtain 
virtually  without  political  restriction.  If  the  loca¬ 
tion  of  a  railroad  were  well  chosen,  the  greater 
the  volume  of  its  traffic  and,  other  things  equal,  the 
greater  were  the  profits  to  the  investors.  If  a  rail¬ 
road  were  efficiently  managed,  other  things  equal, 
the  greater  the  profits  to  the  investors.  If  the 
location  of  a  railroad  were  not  well  chosen  or  if  it 
were  inefficiently  operated,  the  less  the  profits  or 
perhaps  the  greater  the  losses  to  the  investors. 
This  was  the  status  under  which  all  business  was 
developed.  The  utmost  freedom  was  accorded 
private  enterprise.  The  opportunities  for  gain 
were  for  those  who  could  perceive  and  develop 
them,  and  who  took  the  risks  of  loss. 

In  all  business  transactions  there  ruled  the 
dictum  of  the  common  law,  66  Caveat  emptor,”  let 
the  purchaser  beware.  The  railways  in  practice 
were  private  enterprises.  They  remain  private 
enterprises  in  the  sense  that  their  capital  is  fur¬ 
nished  by  private  investors  and  that  a  prime  pur¬ 
pose  of  their  operation  is  to  yield  profits  to  these 
investors. 

The  act  of  Congress  directing  the  valuation  of 
the  railways  is  one  phase  of  an  evolution  which 
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would  seem  to  be  working  out  a  radical  modifica¬ 
tion  of  this  status  of  the  railways.  Although  the 
bill  does  not  state  the  purposes  of  the  valuation  it 
was  made  evident  throughout  the  congressional 
hearings  and  congressional  debates  preceding  its 
passage  that  the  foremost  supporters  of  the  valua¬ 
tion  desired  the  results  to  become  an  element  in 
the  adjustment  of  rates.  A  valuation  for  the  pur¬ 
pose  of  adjusting  rates  to  capital  value  presup¬ 
poses  a  right  to  limit  the  profits  of  the  railways 
through  a  reduction  of  their  rates ;  that  is,  a  right 
to  reduce  their  rates  solely  for  the  purpose  of 
reducing  their  profits  to  a  preconceived  standard. 

This  is  a  view  radically  different  from  that  of 
those  who  under  the  present  status  of  private 
ownership  hold  the  stocks  and  securities  of  the 
railways.  These  stock  and  security  holders  claim 
that  so  long  as  the  rates  of  a  railway  are  reason¬ 
able  ;  that  is,  so  long  as  each  specific  rate  is  reason¬ 
able  for  the  specific  service  to  which  it  applies  the 
railways  are  entitled  to  whatever  profits  traffic 
carried  at  such  rates  will  yield :  vice  versa,  in  case 
such  reasonable  rates  do  not  yield  profits  the  stock 
and  security  holders  are  not  entitled  to  return 
upon  their  capital.  In  other  words,  the  real  ques¬ 
tion  in  controversy  is  whether  the  railways  are 
fairly  entitled  to  earn  what  they  can  with  rates 
that  are  reasonable  for  the  service,  or  whether 
they  are  fairly  entitled  to  no  more  than  a  specified 
return  on  what  may  be  conceived  to  be  their  fair 
value. 


80 


It  might  seem  at  first  that  if  those  who  hold  the 
one  concept  of  the  extent  to  which  the  railways 
shall  be  allowed  to  earn  profits  are  in  the  right, 
those  who  hold  the  other  concept  are  in  the  wrong. 
It  will  be  found,  however,  that  those  who  adhere 
to  the  view  that  if  the  specific  rates  of  the  railways 
are  themselves  reasonable,  the  resulting  profits 
should  not  be  limited  to  a  preconceived  standard^ 
have  abundant  justification  in  the  principles  which 
have  underlain  the  development  of  the  industry 
and  the  commerce  of  the  United  States  and  which 
are  recognized  by  the  courts.  On  the  other  hand, 
those  who  adhere  to  the  view  that  the  profits  of 
the  railways  should  be  limited  to  a  certain  return 
upon  the  investment,  are  seeking  to  give  practical 
application  to  a  new  concept  of  the  relations  be¬ 
tween  business,  the  government  and  the  people 
that  is  developing  as  a  result  of  changes  in  the  or¬ 
ganization  of  business  and  in  the  processes  by 
which  it  is  conducted. 

Because  the  service  of  the  railways  benefits  all 
producers,  all  distributors  and  all  consumers,  the 
rates  and  especially  the  rates  for  freight  charged 
by  them  became  of  great  public  concern  at  an* 
earlier  date  than  did  the  prices  for  commodities 
in  general.  Indeed,  there  is  a  widely  held  concep¬ 
tion  that  the  railways  in  rendering  a  public  serv¬ 
ice  are  performing  what  is  essentially  a  govern¬ 
mental  function,  and  that  therefore  thev  are 
merely  agents  of  the  public  and  accountable  to  it 
not  alone  for  a  proper  discharge  of  their  duties 
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but  for  their  administration  in  all  its  details.  That 
some  of  the  governments  of  continental  Europe 
own  and  operate  the  railways  would  seem  to  be 
due  in  part  to  the  fact  that  the  control  of  the  high¬ 
ways  is  essential  to  military  defense,  in  part  to  the 
fact  that  under  the  paternalistic,  absolutistic  type 
of  government  that  prevailed  in  continental 
Europe,  the  provision  of  railways  came  to  be 
viewed  in  much  the  same  light  as  the  provision  of 
highways,  and  in  part  to  the  fact  that  private  capi¬ 
tal  was  not  forthcoming  in  amounts  sufficient  to 
construct  the  needed  railway  network.  In  Eng¬ 
land  the  situation  is  different.  There  was  exemp¬ 
tion  from  the  almost  continual  warring  of  the 
continent.  Although  it  was  the  policy  of  the 
national  government  to  develop  the  solidarity  of 
industry  and  commerce  there  was  a  long  period 
before  the  obligation  of  the  highways  to  the  pub¬ 
lic  and  of  the  public  to  the  highways  was  definitely 
established.  A  thoroughfare  was  not  considered 
to  be  at  the  use  of  every  citizen  unless  it  were  dedi¬ 
cated  to  the  public  use.  A  wagoner  or  stagecoach 
man  did  not  come  under  the  obligations  of  a  com¬ 
mon  carrier  until  he  professed  himself  at  the  pub¬ 
lic  service.  It  was  so  also  with  the  first  railroads. 
As  the  economic  power  of  the  railways  developed 
there  was  increasing  governmental  regulation  in 
England,  but  there  was  no  general  expression  of 
a  belief  that  the  provision  of  railway  transporta¬ 
tion  is  or  ought  to  be  essentially  a  function  of  the 
government. 
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The  practice  in  England  in  many  respects  has 
served  as  a  precedent  for  the  United  States.  While 
the  American  people  from  the  beginning  have  re¬ 
garded  the  railways  as  rendering  a  public  service, 
they  have  never  expressed  a  mature  consensus  of 
belief  that  the  provision  of  railway  transportation 
essentially  is  or  ought  to  be  a  function  of  the  Gov¬ 
ernment. 

The  “government  function’ ’  conception  as  ap¬ 
plied  to  the  railways  has  been  strengthened  in  the 
minds  of  many  by  a  certain  analogy  which  they 
claim  that  the  railways  bear  to  a  class  of  instru¬ 
mentalities  which,  during  the  last  generation,  have 
come  to  be  known  as  “public  utilities.”  It  is  only 
fair  to  point  out  that  there  are  great  differences 
between  both  the  status  and  the  service  of  a  rail¬ 
road  and  that  of  a  gas  company,  a  water  company, 
or  an  electric  light  and  power  company,  the  kind 
of  corporations  constituting  the  greater  part  of 
those  designated  as  “public  utilities.” 

A  company  of  the  latter  kind  operates  usually 
under  a  franchise  granted  by  a  particular  munici¬ 
pality  to  use  the  thoroughfares  and  perhaps  other 
property  of  the  city  in  furnishing  its  particular 
kind  of  service.  Such  a  corporation  under  such 
conditions  may  have,  within  the  limits  of  that  city, 
an  absolute  monopoly.  The  service  rendered  by  it 
is  very  nearly,  .if  not  entirely,  of  the  same  nature 
to  all  of  its  patrons.  This  service  is  usually  so 
much  of  a  necessity  that  the  demand  from  a  given 
population  does  not  radically  fall  off  even  in  a 
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period  of  depression,  nor  is  it  subject  to  extraordi¬ 
nary  increase  from  a  given  population  even  in  a 
time  of  prosperity.  The  relation  between  the  in¬ 
vestment  and  the  output  is  so  readily  calculable, 
that  from  a  given  price  for  a  unit  of  ouput  can  be 
computed  with  close  approximation  the  profit  that 
the  aggregate  output  at  that  price  per  unit  will 
yield. 

A  railroad  connecting  two  or  more  places  be¬ 
tween  which  there  is  no  other  effective  communica¬ 
tion  by  rail  or  by  water  may  fairly  be  considered 
a  monopoly.  However,  there  are  very  few  such 
railways  in  the  United  States  and  none  of  the  first 
importance.  The  rail  lines  between  almost  any 
two  considerable  industrial  and  commercial  centers 
are  competitive,  and  for  long-distance  traffic  a  ma¬ 
jority  of  the  rail  lines  of  the  United  States  are  in 
more  or  less  direct  competition  with  water  routes. 
Even  on  local  non-competitive  traffic  rates  have  to 
be  made  that  will  permit  shippers  to  make  a  profit, 
that  will  de  velop  the  diversified  traffic  which  a  rail¬ 
road  needs  for  the  continuous  utilization  of  its 
equipment.  To  these  ends  there  is  an  infinitude 
of  rates  that  have  to  be  adjusted  to  particular 
needs.  Railway  traffic  is  subject  to  wide  fluctua¬ 
tions.  In  times  of  depression  it  falls  off  radically ; 
it  is  subject  to  sudden  spurts,  and  in  times  of  pros¬ 
perity  to  extraordinary  rise.  A  railway  company 
may  have  franchises  which  permit  the  construc¬ 
tion  and  operation  of  tracks  and  terminals  in  the 
cities  which  it  serves,  but  such  franchises  do  not 
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give  it  exclusive  access  to  any  city  or  the  exclusive 
right  to  furnish  transportation  to  that  city.  The 
property  which  it  holds  within  municipal  limits  is 
usually  more  nearly  akin  to  the  property  held  by 
a  manufacturing  or  a  commercial  enterprise. 

Then  again,  there  are  those  who  hold  that  be¬ 
cause  of  the  public  nature  of  the  railway  service 
there  exists,  or  there  ought  to  exist,  the  same  kind 
of  a  partnership  between  the  public  and  the  rail¬ 
ways  as  is  held,  under  this  conception,  to  exist  be¬ 
tween  the  people  of  a  municipality  and  a  public 
utilities  corporation.  Those  who  have  invested  in 
the  shares  and  securities  of  railways  urge  that  the 
public  nature  of  the  business  is  not  the  only  con¬ 
sideration  of  significance.  The  public  looks  to 
private  enterprise  to  perform  this  public  service; 
but  private  enterprise  must  assume  all  the  re¬ 
sponsibility  for  successful  management  and  all 
risks  of  loss  through  unsuccessful  management 
and  through  adventitious  causes  beyond  its  control. 
Now  the  railway  business  has  far  more  risks  of 
unsuccessful  administration  and  far  more  risks 
of  adventitious  losses  than  prevail  in  municipal 
public  service  enterprises.  Therefore,  urge  rail¬ 
way  investors,  the  public  must  grant  to  the  in¬ 
vestors  who  provide  railway  transportation  freer 
opportunity  for  gain  than  needs  to  be  granted  the 
“ public  utility”  corporations  operating  under 
safer  and  more  certain  conditions  within  the  limits 
of  a  municipality. 

Aside  from  all  these  considerations  as  to  what 
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may  be  the  relation  that  the  railways  bear  to  the 
public,  is  the  difference  of  opinion  as  to  what  the 
Supreme  Court  of  the  United  States  has  meant  in 
the  often-quoted  sentences  from  its  decision  in 
Smyth  vs.  Ames.  “We  hold,  however,  that  the 
basis  of  all  calculations  as  to  the  reasonableness  of 
rates  to  be  charged  by  a  corporation  maintaining  a 
highway  under  legislative  sanction  must  be  the 
fair  value  of  the  property  being  used  by  it  for  the 
convenience  of  the  public.  On  the  other  hand, 
what  the  public  is  entitled  to  demand  is  that  no 
more  be  exacted  from  it  for  the  use  of  a  public 
highway  than  the  services  rendered  by  it  are  rea¬ 
sonably  worth.  ’  ’ 

There  are  those  who  claim  that  this  and  other 
decisions  establish  the  “  value  ”  of  a  railway  as  the 
standard  for  the  regulation  of  the  general  level  of 
rates.  Others  claim  that  the  Supreme  Court  has 
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declared  only  that  a  railway  is  entitled  to  at  least 
a  fair  return  upon  the  fair  value  of  the  property 
which  is  being  used  for  the  public,  that  it  does  not 
express  an  opinion  as  to  the  measure  of  return 
above  the  minimum  which  the  company  is  entitled 
to  earn  at  reasonable  rates  and  by  efficient  man¬ 
agement:  they  claim  that  this  decision  supports 
the  position  that  the  railways  are  entitled  to  claim 
for  their  service  what  it  is  reasonably  worth  and 
within  such  limitation  are  entitled  to  the  profit  ac¬ 
cruing  from  the  service  even  although  it  yield  more 
than  the  minimum  return  which  is  the  least  to 
which  they  are  entitled. 
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This  and  other  decisions  bring  up,  however,  an¬ 
other  consideration  which  has  been  urged  by  the 
Interstate  Commerce  Commission.  If  that  Com¬ 
mission  fix  a  rate  at  a  point  below  that  which  will 
yield  a  fair  return  on  the  fair  value  of  the  prop¬ 
erty,  it  is  liable  to  be  adjudged  as  violating  the 
Constitution  in  that  its  action  is  confiscatory  of 
property  without  due  process  of  law.  The  Com¬ 
mission  states  that  in  the  absence  of  information 
as  to  the  fair  value  of  the  property  of  a  railway 
company  it  is  unable  to  fulfil  its  function  of  fixing 
rates  without  risk  of  making  them  unconstitu¬ 
tional. 

That  there  is  great  uncertainty  as  to  what  con¬ 
stitutes  the  fair  value  of  a  railway  is  made  evi¬ 
dent  by  the  wording  of  the  act  of  Congress  direct¬ 
ing  the  valuation.  It  is  ordered  that  there  be  as¬ 
certained  “ original  cost,”  “ original  cost  to  date,” 
“cost  of  reproduction  new,”  “cost  of  reproduction 
less  depreciation,  ’  ’  and  ‘ 6  other  values  and  elements 
of  value.”  There  is  wide  difference  of  opinion  as 
to  the  practical  significance  of  each  of  these  ex¬ 
pressions.  Upon  analysis  each  of  these  designa¬ 
tions  is  found  to  comprise  many  factors,  as  to  the 
meaning  and  determination  of  each  one  of  which 
there  are  many  further  differences  of  opinion. 

The  task  of  bringing  order  out  of  chaos  is  that 
upon  which  the  valuation  board,  created  by  and 
as  an  adjunct  of  the  Interstate  Commerce  Commis¬ 
sion,  has  entered.  In  the  carrying  of  this  task  to 
a  conclusion  it  is  being  assisted  by  the  railways, 


87 


who  have  appointed  valuation  boards  which  con¬ 
fer  with  the  valuation  boards  of  the  Commission. 

In  forming  an  opinion  as  to  the  usefulness  of 
valuation  as  a  basis  for  so  regulating  rates  as  to 
limit  the  profits  of  the  railways  it  must  always  be 
borne  in  mind  that  by  far  the  greater  proportion 
of  the  receipts  of  the  railways  is  expended  for 
maintenance,  conducting  transportation,  taxes,  and 
other  expenses  pertaining  to  operation.  Only  a 
part  of  the  revenue  goes  to  the  payment  of  returns 
on  capital.  It  will  be  of  interest  to  consider  an 
illustration  of  the  probable  practical  effect  on  rail¬ 
way  rates  if  the  valuation  of  the  railways  should 
be  placed  at  an  amount  radically  lower  than  their 
present  capitalization,  and  rates  be  so  adjusted  as 
to  provide  revenue  no  more  than  sufficient  to  ren¬ 
der  a  “fair  return”  upon  that  valuation.  Perhaps 
the  most  extreme  expression  of  the  view  that  the 
railways  of  the  United  States  are  over-capitalized 
has  not  claimed  that  the  excessive  capitalization 
exceeds  one-half  of  the  present  total.  A  concrete 
idea  can  be  obtained  by  a  specific  calculation  of  the 
extent  to  which  there  could  be  a  reduction  in  trans¬ 
portation  charges  because  of  even  such  a  radical 
reduction  in  capitalization. 

The  net  capitalization  of  the  railways  of  the 
United  States  on  June  30,  1910,  was  reported  by 
the  Interstate  Commerce  Commission  as  $14,338,- 
600,000.  The  net  charges  against  capital  for  the 
year  ending  June  30,  1910,  amounted  to  $664,000,- 
000.  These  charges  consisted  of  net  interest  on 
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funded  debt  outstanding  and  net  dividends  on 
stock  outstanding.  Let  it  be  supposed  that  this 
was  an  adequate  return  upon  the  capital,  and  if 
by  some  imaginable  means  this  capitalization  were 
reduced  by  one-half,  that  one-half  of  this  return, 
or  $332,000,000  would  be  adequate.  This  would 
make  possible  a  reduction  in  the  average  receipts 
of  the  railways  per  ton  mile,  based  upon  the  re¬ 
turns  for  the  fiscal  year  1910,  from  7.53  mills  to 
6.62  mills,  or  ninety-one  one-hundredths  of  a  mill 
per  ton  mile;  a  reduction  in  the  average  receipts 
per  passenger  mile  from  1.938  cents  to  1.704  cents, 
or  two  hundred  and  thirty-four  one-thousandths  of 
a  cent  per  passenger  mile.  That  is  to  say,  a  reduc-, 
tion  of  50  per  cent  in  the  capitalization  would  per¬ 
mit  a  reduction  of  only  12  per  cent  in  the  charges  to 
the  public ;  or,  if  the  whole  capitalization  could  be 
eliminated,  so  that  there  would  be  no  claim  for  in¬ 
terest  or  dividends,  the  railway  rates  could  not  be 
reduced  below  75  per  cent  of  their  present  level. 

In  the  face  of  this  slight  reduction  that  even 
such  a  radically  supposititious  cut  in  the  capitali¬ 
zation  would  permit,  is  the  claim  of  the  railway 
managers  that  the  present  capitalization  is  inade¬ 
quate,  that  they  have  not  sufficient  revenue  where¬ 
with  properly  to  maintain  their  plant,  invest  in  new 
equipment  and  modern  appliances,  and  make  that 
return  upon  capital  which  is  necessary  to  attract 
the  additional  investment  required  for  improve¬ 
ment  and  extension  of  the  railways  of  the  coun¬ 
try. 


V. 


The  Service  of  Accounts  and  Statistics. 


It  was  said  by  Goethe  “If  the  world  is  not  gov¬ 
erned  by  figures,  they  at  least  show  how  the  world 
is  governed.”  This  observation  of  the  great  Ger¬ 
man  philosopher  was  made  at  the  time  when  there 
was  just  beginning  an  economic  development  which 
has  brought  about  a  greater  measure  of  material 
progress  than  had  been  achieved  in  the  entire  pre¬ 
vious  period  of  man's  existence. 

Progress  in  the  material  sense  has  meant  an  in¬ 
creasing  command  over  matter  and  force.  These 
basic  elements  are  manifested  by  weight,  volume, 
quantity,  velocity,  impact,  resistance.  To  the  meas¬ 
urement  of  matter  and  force  has  therefore  been 
necessary  the  evolution  of  units  of  length,  of  quan¬ 
tity,  of  volume,  of  weight,  of  velocity.  The  use  of 
units  of  measurement  of  whatever  kind  involves 
the  conception  of  number.  To  measure  is  to  count. 

The  use  of  figures  is  not  necessary  to  mere  exist¬ 
ence.  As  one  can  pass  along  a  thoroughfare  with¬ 
out  counting  the  trees  or  the  houses,  so  did  prime¬ 
val  man — like  the  fish  and  reptile,  bird  and  quad¬ 
ruped — receive  through  his  senses  impressions  of 
the  world  about  him  throughout  untold  genera¬ 
tions  before  there  was  the  mental  concept  of  num- 
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ber.  There  are  savages  today  whose  arithmetic  is 
limited  by  the  perception  that  one  thing  cannot  be 
another  thing;  and  thus  can  count  to  two  and  no 
more. 

That  parturition  of  the  primeval  mind  which 
resulted  in  the  idea  of  “two”  has  been  succeeded 
by  mental  strain  in  the  progressive  grasp  of  ab¬ 
stract  numerical  concepts  from  which  the  ordinary 
mind  still  shrinks.  This  is  because  mental  im¬ 
pressions  are  not  naturally  in  terms  of  numbers 
To  see  a  tree  or  a  forest  of  trees,  a  sheep  or  a  flock 
of  sheep,  is  not  to  count  them.  To  count  is  to  exer¬ 
cise  the  mind:  in  this  it  differs  from  the  simple 
reception  of  an  impression  by  the  mind.  Count¬ 
ing  is  a  positive  act  of  the  mind,  and  in  this  it 
differs  from  the  automatic  reflex  action  of  instinct 
and  habit.  There  are  but  few  of  us  who  in  the 
daily  routine  of  living  make  more  than  passing 
use  of  addition  and  substraction ;  multiplication 
and  division  are  a  step  more  complicated.  The 
great  majority  of  readers  of  newspapers  and 
magazines  skip  the  tables  of  figures.  The  editors 
of  periodicals  that  seek  wide  popular  circulation 
are  well  aware  of  this:  they  frequently  caution 
writers  to  use  figures  as  sparingly  as  possible,  and 
sometimes  eliminate  them  from  manuscripts  on 
their  way  to  the  printer. 

Yet  Goethe’s  dictum  that  figures  show  how  the 
world  is  governed  becomes  of  wider  and  wider  ap¬ 
plication.  In  the  primeval  fighting  between  sav¬ 
age  and  savage  and  between  tribe  and  tribe  there 
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was  the  instinctive  putting  forth  of  mere  brute 
force.  In  such  combats  there  was  no  more  use  of 
figures  than  by  the  beasts  in  a  melee  in  the  jungle. 
But  as  warfare  so  developed  that  army  confronted 
a^my  the  generals  found  need  to  measure  their 
forces.  The  military  and  naval  commanders  of  to¬ 
day  make  profound  use  of  the  higher  mathematics, 
without  a  knowledge  of  which  they  could  not  be 
commanders.  When  the  primitive  artisans  traded 
pots  for  baskets  there  was  little  need  to  count  the 
withes  in  a  basket,  to  measure  the  clay  entering 
into  a  pot,  and  the  exchange  of  pot  for  basket  en¬ 
tailed  no  bookkeeping.  In  the  industry  of  today 
are  utilized  the  resources  of  the  earth  in  prodigious 
quantities,  but  the  raw  materials  entering  into  a 
product  must  be  measured,  particle  by  particle. 
The  commerce  of  today  involves  the  exchange  of 
merchandise  in  mighty  volume,  and  item  by  item 
it  must  be  measured  and  recorded. 

The  political  governments  of  the  present  time 
could  not  exist  without  the  elaborate  utilization  of 
figures.  There  could  not  be  the  industry  and  com¬ 
merce  of  today  but  for  the  application  of  figures. 
As  the  modern  concept  is  that  the  political  govern¬ 
ment  shall  serve  the  people,  so  also  have  we  come 
to  perceive  that  industry  and  commerce  serve  the 
people.  Under  the  modern  social  concept  it  is  the 
people  that  govern.  If  all  who  have  a  voice  in  the 
government  better  understood  and  made  more  ex¬ 
tended  and  more  thorough  use  of  figures  the  world 
would  be  the  better  governed. 
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The  current  of  the  development  of  the  applica¬ 
tion  of  figures  in  the  service  of  the  political  gov¬ 
ernment  and  the  current  of  the  development  of  the 
application  of  figures  in  the  service  of  industry 
and  commerce  offer  so  much  that  is  of  almost 
romantic  interest  that  it  will  be  worth  while  to 
follow  their  flow  to  this  present  time  when  they 
may  be  seen  to  be  meeting  and  blending  in  a 
broader  course  of  wider  service. 

The  evolution  of  units  of  length,  of  quantity,  of 
volume,  and  of  weight,  and  their  practical  appli¬ 
cation  by  the  races  of  the  western  world  was  first 
of  those  whose  habitat  was  along  the  eastern  shores 
of  the  Mediterranean,  who  lived  on  the  banks  of 
the  Euphrates,  the  Tigris,  and  the  Nile.  These 
peoples  paid  tribute  to  their  kings  chiefly  in  kind, 
in  “  cattle,  cereals,  oil,  metals,  unnumbered  articles 
of  food  and  raiment;”  and  it  was  chiefly  in  kind 
that  the  king  paid  the  innumerable  servants  of  the 
royal  retinue  and  those  engaged  in  the  works  un¬ 
dertaken  at  the  royal  will.  There  were  needed 
great  storehouses  for  the  king’s  tribute,  and  so  it 
became  necessary  that  count  be  made  of  the  tax  re¬ 
ceived  from  the  respective  subjects  and  count  be 
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made  of  the  disbursements.  This  function  was 
performed  by  the  scribes,  whose  position  was  of 
great  dignity  and  importance,  for  the  requisite 
knowledge  of  reading,  writing  and  the  use  of  num¬ 
bers  were  attained  by  an  intellectual  and  educa¬ 
tional  training  that  was  within  the  reach  of  only 
a  very  few. 
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When  these  experts  of  the  ancient  world  had 
established  their  place  in  response  to  the  need  of 
the  kings,  they  next  came  to  serve  the  needs  of  the 
business  of  the  time.  This  arose  with  the  exchange 
of  things  between  one  person  and  another,  with  the 
development  of  commerce  between  the  peoples  of 
one  community  and  those  of  other  communities. 
The  scribe  drew  up  every  contract,  and  witnessed 
every  bargain.  Thus  it  was  that  the  earliest  ac¬ 
counting  of  record  in  history  grew  out  of  the  re¬ 
quirements  of  the  king  and  later  gained  diffusion 
among  those  engaged  in  commerce. 

To  an  extent  in  Greece  and  to  a  greater  extent 

in  Rome  there  developed  the  functions  of  the 

banker,  that  of  the  custodian  of  funds  entrusted 

to  him,  of  investment  for  clients,  the  making  of 

sales,  the  collection  of  debts  and  the  use  of  bills  of 

exchange.  To  the  performance  of  these  functions 

was  necessarv  more  involved  methods  of  account- 
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ing.  Moreover,  the  recording  of  their  receipts  and 
their  expenditures  became  a  common  practice  of  the 
heads  of  the  Roman  households.  Thus  the  use  of 
accounting  that  originated  in  the  requirements  of 
the  monarch  extended  still  further  downward,  but 
there  is  no  record  that  such  accounting  was  made 
use  of  by  the  great  body  of  the  population,  even 
by  the  citizens,  and  these  were  far  outnumbered 
by  the  slaves.  Moreover,  although  accounting  at¬ 
tained  a  higher  development  in  Greece  and  Rome 
than  in  the  older  countries,  there  is  no  definite 
record  that  its  purpose  was  other  than  to  keep 
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count  of  income  and  outgo.  Further  elaboration 
and  specialization  had  to  await  the  Renaissance. 

Every  one  knows  that  the  crusades  led  to  an 
awakening  of  commercial  intercourse  between  the 
East  and  the  West,  and  that  Venice  and  Genoa  be¬ 
came  prominent  as  centers  where  the  hides  and 
crude  products  of  central  Europe  were  gathered 
for  consignment  across  the  Mediterranean;  and 
whence  the  spices,  silks,  and  other  luxuries  of  the 
East  were  gathered  for  transmission  to  the  Euro¬ 
pean  interior.  For  this  more  elaborate  commerce 
was  needed  a  correspondingly  more  elaborate 
record.  As  each  voyage  was  a  separate  adventure, 
account  was  taken  of  each  voyage  by  itself,  of  the 
moneys  that  were  placed  in  the  adventure  and  of 
the  moneys  that  were  received  from  the  adventure. 
When  goods  were  transferred  from  warehouse  to 
cargo,  the  warehouse  was  credited  and  the  voyage 
was  charged  with  the  goods.  When  a  return  cargo 
was  brought  from  an  eastern  port  the  voyage  was 
credited  with  the  proceeds  obtained  from  their 
sale. 

The  perception  extended  that  there  could  not  be 
expenditure  unless  its  amount  were  derived  from 
some  source  and  the  amount  devoted  to  some  pur¬ 
pose.  Therefore  it  came  to  be  a  principle  of  book¬ 
keeping  that  the  source  of  every  value  transferred 
be  credited,  and  the  purpose  for  which  it  was  ex¬ 
pended  be  charged.  That  is,  the  source  of  moneys 
or  goods  received  came  to  be  credited  therewith  and 
the  disposal  charged  therewith.  This  is  double 
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entry  bookkeeping.  It  is  in  a  manner  a  concrete 
recognition  through  the  method  of  accounts  of  a 
principle  analogous  to  that  expressed  in  the  field 
of  physics  as  the  conservation  of  energy  and  the 
indestructibility  of  matter.  Just  as  force  does  not 
come  from  nothing  and  does  not  pass  into  nothing, 
only  the  forms  of  its  manifestations  changing,  and 
just  as  matter  does  not  come  from  nothing  and  does 
not  pass  into  nothing,  only  the  forms  of  its  mani¬ 
festation  changing,  so  it  is  that  when  every  source 
of  value  is  credited  with  every  measure  of  value 
yielded  and  every  receptacle  of  value  held  account¬ 
able  for  yielding  an  equivalent  value  up  again, 
there  is  trace  and  record  of  the  transmutations  of 
value  as  expressed  by  commodities  and  services. 

As  in  the  ancient  so  also  in  the  medieval  period 
bookkeeping  in  actual  practice  was  largely  availed 
of  by  the  rulers  of  the  different  states,  and  also  by 
the  ecclesiastical  organizations  whose  possessions 
were  extensive  and  whose  income  and  outgo  were 
considerable.  The  traffic  handled  bv  the  medieval 
merchants,  who  utilized  the  methods  of  bookkeep¬ 
ing  then  developed,  was  mainly  composed  of 
luxuries,  which  did  not  move  in  great  volume  and 
were  used  only  by  the  wealthy  and  the  powerful. 
Throughout  the  medieval  period  there  was  self- 
sufficiency  of  the  community.  The  small  popula¬ 
tions  obtained  their  food  from  fields  and  forests 
close  at  hand,  and  local  artisans  provided  the 
products  of  handicraft.  Throughout  this  period 
knowledge  of  reading  and  writing  was  not  ex- 
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tended  and  the  use  of  figures  was  unknown  to 
vast  portions  of  the  populace.  It  is  therefore  not 
surprising  that  no  more  than  the  simplest  records, 
or  no  written  records  at  all,  were  kept  by  those 
engaged  in  the  industry  and  commerce  that  served 
the  masses  of  the  people. 

In  the  last  one  hundred  years  has  come  a  radical 
change.  With  the  industrial  transformation 
wrought  by  the  use  of  steam  as  power,  came  the 
factories  and  the  multiplication  of  factories,  the 
extension  and  cheapening  of  production  that  placed 
products  in  manifold  variety  at  the  command  of 
vast  numbers  of  those  to  whom  they  had  before 
been  unknown.  As  factories  multiplied  the  num¬ 
ber  of  merchants  multiplied,  trade  increased  in 
variety  and  volume.  The  practice  of  bookkeeping 
thus  became  indispensable  to  the  manufacturer  or 
the  merchant  who  would  know  whether  he  were 
making  or  losing  money,  who  would  know  in  what 
proportion  raw  material  went  into  product,  what 
proportion  of  stock  entered  into  sales. 

The  functions  of  the  bookkeeper  came  in  large 
measure  to  be  performed,  especially  in  Scotland 
and  England,  where  the  art  rapidly  developed,  by 
public  accountants,  whose  services  were  engaged  as 
were  those  of  the  lawyer  or  other  practitioner  of  a 
specialized  profession.  The  great  institutions 
such  as  the  banks  and  insurance  companies,  whose 
development  received  marked  impetus  at  this  time, 
were  at  first  the  principal  clients  of  the  public  ac¬ 
countant,  but  his  services  were  also  called  into  in- 
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creasing  requisition  by  those  engaged  in  less  ex¬ 
tensive  business  enterprise.  Banks  and  insurance 
companies  soon  engaged  trained  accountants  in 
their  exclusive  service,  and  there  came  the  necessity 
for  each  manufacturer  or  trader  with  any  consider¬ 
able  volume  of  business  to  have  his  own  book¬ 
keeper.  With  the  building  of  the  railways  there 
was  an  increasing  need  by  them  of  the  service  of 
trained  accountants,  and  the  impetus  given  to 
trade  by  the  railways  increased  the  number  of 
those  engaged  in  other  enterprises. 

Thus  it  was  that  about  1830  the  art  of  double 
entry  bookkeeping,  which  was  first  known  to  the 
Italians  over  three  hundred  years  before,  came  into 
extended  practice.  About  this  time  many  of  the 
periodicals  contained  contributions  extolling  the 
benefits  to  be  derived  from  this  remarkable  art,  and 
answered  questions  propounded  by  contributors  as 
to  the  proper  adjustment  of  bookkeeping  problems. 
The  early  practice  of  striking  a  balance  to  ascer¬ 
tain  the  results  of  each  adventure  had  long  before 
given  way  to  the  balancing  of  books  at  stated  in¬ 
tervals. 

A  further  stimulus  was  given  to  the  development 
and  utilization  of  complete  and  accurate  account¬ 
ing  systems  by  the  amalgamation  of  industrial 
and  commercial  establishments  into  the  large  cor¬ 
porations  that  was  at  its  height  in  the  United 
States  at  the  beginning  of  this  century.  The 
larger  the  enterprise,  the  larger  the  scale  of  its 
operations,  the  greater  the  number  and  the  more 
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varied  the  factors  that  enter  into  these  operations, 
obviously  the  greater  is  the  necessity  for  a  system 
of  accounting  that  shall  assign  each  receipt  to  its 
source,  each  expenditure  to  its  purpose,  and  thus 
exhibit  the  status  of  each  phase  of  the  operations 
as  well  as  of  the  operations  as  a  whole.  The  rail¬ 
ways  recognized  this  need  long  before  other  lines 
of  industry.  Their  operations  soon  after  their  in¬ 
troduction  became  the  largest  of  those  of  any  of  the 
business  enterprises,  and  exhibited  the  most  varied 
phases.  It  was  the  railways  that  led  in  the  de¬ 
velopment  of  bookkeeping  in  this  country,  the  prin¬ 
cipal  companies  reaching  an  approximation  to  a 
complete  system  far  earlier  than  did  other  busi¬ 
ness  enterprises  in  general. 

True  it  is  that  when  the  Interstate  Commerce 
Commission  came  to  the  task  of  regulating  the 
railroads,  it  found  that  there  was  a  great  diversity 
in  their  accounting  methods.  But  many  of  these 
accounting  systems  of  the  railways  as  they  stood 
before  they  came  under  the  jurisdiction  of  the 
Commission  were  marvels  of  method  and  pre¬ 
cision,  excelling  the  accounting  systems  of  the 
great  majority  of  the  states  and  municipalities, 
which  even  today  are  characterized  by  a  laxity  and 
shiftlessness  that  would  not  be  tolerated  by  any 
business  concern  worthy  of  the  name. 

While  the  terms  bookkeeping  and  accounting 
are  frequently  used  as  synonymous,  there  is  an  in¬ 
creasing  differentiation  in  their  significance.  Ac¬ 
counting  has  developed  out  of  bookkeeping  so  that 
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it  has  come  about  that  what  was  once  meant  by 
bookkeeping  is  now  but  one  phase  of  accounting. 
Bookkeeping  originally  was  simply  the  keeping 
of  a  record  of  debts  receivable  and  debts  payable, 
of  expenditures  as  they  were  made  and  of  receipts 
as  they  were  obtained.  Then  there  was  the  record 
of  the  transactions  with  each  customer ;  that  is,  an 
account  was  kept  with  each  customer  showing  his 
debits  and  his  credits.  Then  under  the  double 
entry  system  an  account  was  kept  not  only  with 
each  customer  but  with  each  phase  of  the  business, 
showing  the  debits — that  is,  the  moneys  expended 
because  of  each  phase  of  the  business  and  charge¬ 
able  thereto ;  and  the  credits — that  is,  the  moneys 
derived  from  each  phase  of  the  business  and  there¬ 
fore  credited  thereto.  This  double  entry  system 
of  bookkeeping,  by  providing  that  whenever  there 
is  a  transfer  of  money  or  other  property  the  ac¬ 
count  from  which  it  is  taken  shall  be  credited  and 
the  account  to  which  it  is  applied  shall  be  debited, 
implies  that  each  and  every  portion  of  the  property 
employed  in  the  operations  shall  be  accounted  for, 
and  that  through  profit  and  loss  and  capital  ac¬ 
counts  the  entire  financial  status  of  the  business 
shall  be  exhibited.  Were  it  not  for  this  system  it 
could  not  be  told  whether  a  new  dollar  has  been 
obtained  for  an  old  dollar,  whether  a  business  is 
maintaining  itself  or  not,  whether  it  is  contribut¬ 
ing  to  available  wealth  more  than  it  has  taken 
from  available  resources. 

But  to  a  complete  knowledge  of  the  status  of  a 
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business  of  any  kind  it  is  necessary  that  light  be 
cast  upon  other  phases  of  operation  than  can  be 
immediately  indicated  by  pecuniary  designation. 
Those  charged  with  the  management  of  a  rolling 
mill,  for  example,  must  know  exactly  at  any  given 
time  what  is  the  stock  on  hand  of  coal,  of  ore,  of 
fluxing  material,  and  of  finished  rails.  It  must  be 
known  just  what  is  the  capacity  of  each  converter, 
retort,  furnace,  set  of  rolls.  There  must  be  con¬ 
tinual  record  of  what  is  accomplished  by  each  part 
of  the  machinery,  of  human  labor  as  applied  to 
machinery.  The  manager  of  every  great  business 
enterprise  of  today  is  provided  with  records  show¬ 
ing  such  details,  and  they  guide  his  judgment  in 
directing  every  phase  of  the  operation. 

Reflection  will  show  that  to  the  guidance  of  all 
great  operations  such  records  are  necessary.  A  gen¬ 
eral  must  know  the  number  of  troops  of  each  kind 
that  are  available  and  their  distribution,  what  is 
the  supply  of  ammunition  and  of  ordnance  and 
what  is  the  condition  of  the  commissariat.  A  rail¬ 
road  manager  must  know  how  many  locomotives 
are  available,  what  is  the  service  of  which  they  are 
capable  and  what  is  the  service  they  perform ;  how 
many  cars  of  various  kinds  are  available,  what  is 
the  service  of  which  they  are  capable  and  what 
service  they  actually  perform. 

The  recording  and  presentation  of  such  multi¬ 
plex  information  in  its  ramification  and  detail  for 
the  guidance  of  those  who  direct  the  wheels  of  in¬ 
dustry  and  commerce  is  a  development  of  recent 
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years,  of  the  period  that  has  seen  the  growth  of 
large-scale  business.  Such  data  are  designated 
“statistics,”  a  term  originally  applied  to  enumera¬ 
tions  made  by  a  government  and  so  understood  by 
many  today.  It  will  not  be  difficult,  however,  to 
perceive  that  statistics  as  to  the  working  of  an  in¬ 
dustrial  or  commercial  plant,  statistics  of  industry 
and  commerce  in  general,  and  the  many  kinds  of 
governmental  statistics  serve  purposes  that  are 
analogous,  even  if  indeed  they  do  not  serve  what  is 
essentially  the  same  purpose. 

The  statistics  of  the  capacity  of  a  plant,  of  its 
actual  production,  of-  the  efficiency  of  different 
parts  and  departments,  of  the  effect  of  different 
methods  of  working  organization,  and  the  like, 
are  not  ordinarily  made  public.  This  is  because 
of  the  private  character  of  business  enterprise. 
Nevertheless,  under  the  modern  highly  complex 
economic  organization  of  society,  in  which  all  busi¬ 
ness  is  interwoven  in  the  service  of  all  people, 
such  information  is  of  public  interest  as  well  as  of 
importance  to  the  manager  of  a  particular  business 
enterprise.  Indeed,  there  is  the  constant  extension 
of  the  collection  of  statistical  data  by  the  govern¬ 
ment  to  include  such  information  as  this  as  per¬ 
taining  to  particular  lines  of  industry. 

The  service  performed  by  statistics  compiled 
by  the  government  will  be  the  better  understood 
through  a  brief  reference  to  them. 

Although  there  were  old-time  tyrants  who 
placed  no  limit  upon  the  taxes  exacted  of  their  sub- 
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jects  other  than  the  amount  which  could  be  wrung 
from  them,  it  is  quite  obvious  that  an  assignment 
of  taxes  with  any  reference  to  a  desired  aggregate, 
or  calculation  of  the  aggregate  that  would  be  de¬ 
rived  from  any  definite  assignment,  made  neces¬ 
sary  information  as  to  how  many  persons  there 
were  who  could  be  taxed,  and  of  how  much  property 
there  was  that  could  be  taxed.  Therefore,  a  census 
has  been  taken  with  greater  or  less  regularity  of 
the  population  of  virtually  every  country  of  civili¬ 
zation,  beginning  with  Greece  and  Rome  in  the 
centuries  before  the  Christian  Era.  A  census  also 
serves  purposes  other  than  that  of  taxation.  For 
example,  when  it  is  known  how  many  are  the  adult 
males,  an  estimate  can  be  made  of  the  possible 
strength  of  an  army  that  can  be  massed  in  case  of 
emergency;  and  in  these  days  of  democratic  gov¬ 
ernment  a  census  affords  a  basis  for  the  appor¬ 
tionment  of  representation  in  the  government. 

Such  basic  information  is  needed  for  the  appor¬ 
tionment  of  governmental  expenditure  as  well  as 
for  the  apportionment  of  governmental  revenue. 
To  know  how  much  money  ought  to  be  expended 
upon  the  highways,  it  is  necessary  to  have  record 
of  the  extent  of  the  thoroughfares  and  of  their  dif¬ 
ferent  kinds.  And  so  also  with  other  expenditures 
on  behalf  of  the  state.  As  a  state  cannot  regulate 
its  income  without  statistics  of  the  available 
sources  and  their  relative  productivity,  so  also  it 
cannot  regulate  its  expenditures  without  statistics 
showing  the  purposes  for  which  expenditures  are 
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desired  and  in  their  number  and  relation.  In  in¬ 
ternational  negotiations  also,  the  conferees  are 
guided  largely  by  statistics  of  the  wealth  and 
strength  of  the  respective  nations.  Without  such 
statistics  the  negotiations  would  be  blind  and 
futile.  The  status  and  progress  of  different  na¬ 
tions  are  indicated  by  a  comparison  of  their  re¬ 
spective  statistics. 

Governmental  statistics  are  also  collated  to  serve 
other  purposes  than  those  of  public  finance.  The 
state  of  a  people’s  healthfulness  and  of  the  appli¬ 
cation  of  measures  necessary  to  promote  sanita¬ 
tion  are  developed  by  statistics  of  births  and 
deaths,  of  the  relative  causes  of  deaths,  of  the 
comparative  prevalence  of  various  diseases.  Such 
statistics  are  also  fundamental  to  the  operation 
of  the  life  insurance  companies.  The  state  of  a 
people’s  morality  is  indicated  by  statistics  of  mar- 
riage,  of  legitimate  as  compared  with  illegitimate 
births,  of  the  proportion  of  criminals,  of  the  insane, 
the  imbecile,  of  the  paupers  and  other  derelicts. 
The  more  complete  the  statistics  of  a  nation,  the 
greater  is  their  aid  to  the  judgment  of  those  con¬ 
ducting  its  affairs. 

The  statistics  of  the  United  States  Government 
may  be  taken  by  way  of  example  and  considered  in 
the  light  of  their  usefulness.  The  first  national 
statistical  undertaking  was  that  of  the  decennial 
census,  originally  intended  as  a  basis  for  taxation, 
and  also  for  the  apportionment  of  the  representa¬ 
tion  in  the  Congress.  The  increasing  number  of 
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foreign-born  who  came  to  this  country  led  to  the 
collection  of  statistics  as  to  immigrants  for  aid  in 
solving  the  problems  to  which  immigration  gave 
rise.  The  scope  of  the  governmental  enumeration 
extended  in  the  course  of  decades  to  include  sta¬ 
tistics  of  farming  lands,  farms  and  crops ;  of  manu¬ 
factures,  their  diversity  and  extent,  and  of  their 
products;  of  the  principal  commodities  entering 
into  commerce,  their  origin  and  their  markets. 
Comparison  of  these  returns  of  one  period  with 
those  of  another  shows  the  progress  in  production 
and  in  the  efficiency  of  production.  Similar  sta¬ 
tistics  show  the  output  of  the  different  kinds  of 
minerals  and  the  uses  to  which  they  are  applied. 
Statistics  of  the  currency  and  of  banking  opera¬ 
tions  show  the  ebb  and  flow  of  money  and  credit, 
their  relation  to  the  population  and  to  industry  and 
commerce.  Statistics  compiled  by  the  Bureau  of 
Labor  show  the  rates  of  wages  of  laborers  in  vari¬ 
ous  vocations,  of  the  conditions  of  employment  and 
of  family  expenditure. 

Governmental  statistics  such  as  these  dealing 
with  the  activities  of  the  people  as  a  whole  are 
apparently  different  from  the  records  kept  by  a 
business  enterprise  of  the  various  details  of  its 
operations.  Yet  the  difference  is  not  so  much  in 
the  nature  of  the  statistics  themselves  and  their  es¬ 
sential  purpose  as  in  the  comprehensiveness  and 
universality  of  the  phases,  whether  static  or  active, 
to  which  they  refer.  As  the  whole  is  the  sum 
of  its  parts,  the  records  on  a  national  scale  of  the 
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activities  of  a  people  are  the  totals  of  the  records 
of  the  activities  of  individuals,  firms  and  corpora¬ 
tions.  Such  statistics  are  of  importance,  not  only 
to  those  charged  with  the  administration  of  the 
government  but  to  those  who  conduct  the  various 
processes  of  industry  and  commerce.  For  ex¬ 
ample,  if  the  farm  product  per  acre  is  greater  in 
one  locality  than  in  another,  the  individual  farmer 
ought  to  be  interested  in  knowing  why.  If  his 
production  of  a  particular  crop  is  lower  than  the 
average,  he  should  ascertain  whether  the  fault  is 
with  his  land  or  his  methods;  he  should  seek  to 
ascertain  and  apply  the  remedy. 

This  is  in  line  with  an  essential  purpose  served 
by  statistics  of  business  operation  as  distinguished 
from  bookkeeping  and  accounting  as  it  is  generally 
understood.  For  example,  if  a  given  equipment  of 
machinery  in  one  mill  is  not  producing  as  great  an 
output  per  day  or  per  week  as  an  equivalent  equip¬ 
ment  of  machinery  in  another  mill,  the  manager 
inquires  as  to  the  reason.  By  studying  the  statis¬ 
tics  of  production  of  different  mills  at  different 
places  and  comparing  and  analyzing  them  he  ob¬ 
tains  a  certain  standard  of  efficiency  by  which  to 
measure  the  operations.  Thus  the  application  of 
the  science  of  statistics  in  the  working  of  a  mill, 
a  farm,  or  factory  gives  records  of  efficiency  that 
can  be  utilized  toward  the  attainment  of  the  maxi¬ 
mum  efficiency  throughout.  Statistics  so  used  are 
aids  to  the  manager  of  a  business  in  obtaining 
a  profit.  They  serve  society  as  a  whole  by  aiding 
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to  promote  the  maximum  efficiency  of  production. 

In  comparison  of  the  efficiency  or  other  char¬ 
acteristics  of  different  producers,  whose  products 
are  of  various  kinds,  difficulty  arises  because  of  the 
different  units  by  which  different  products  are 
measured.  Some  are  measured  by  units  of  weight, 
others  by  units  of  length,  others  by  units  of  volume, 
and  so  on.  Because  of  this,  units  of  pecuniary 
value  are  used  in  many  statistical  statements  in¬ 
stead  of  units  concretely  designating  particular 
products.  This  leads  to  the  recognition  of  an 
achievement  that  is  peculiar  to  the  modern  highly 
developed  industrial  processes.  The  universe  con¬ 
sists  of  matter  and  force.  All  industrial  opera¬ 
tions  are  the  application  of  force  to  matter.  As 
the  manager  of  an  industry,  in  his  analysis  of  all 
of  the  elements  that  enter  into  efficiency,  brings 
about  a  maximum  of  efficiency,  what  he  is  doing 
in  the  last  analysis  is  to  bring  about  the  most  ef¬ 
fective  specialized  application  of  force  to  matter. 
But  inasmuch  as  buildings,  machinery,  raw  ma¬ 
terials,  human  labor  and  products  are  all  measured 
in  the  process  of  exchange,  by  their  pecuniary 
value,  that  is  by  dollars  and  cents,  the  industrial 
and  commercial  processes  reduce  the  interworking 
of  matter  and  force  to  expression  in  terms  of 
dollars  and  cents.  Dollars  and  cents  thus  tend  to 
serve  more  than  merely  as  the  expression  of  value 
that  is  determined  by  the  “higgling  of  the  mar¬ 
ket”;  they  serve  as  a  common  denominator  that 
registers  with  approximate  precision  for  the  time 
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being  the  relative  utility,  from  the  standpoint  of 
material  welfare,  of  the  application  of  force  to 

matter. 

It  thus  becomes  obvious  that  the  compilation 
and  use  of  statistics  by  the  manager  of  an  in¬ 
dustrial  or  commercial  enterprise,  and  the  compila¬ 
tion  and  use  of  statistics  by  a  nation,  are  parts  of 
one  general  process  which  tends  to  record  the 
material  aspects  of  the  social  organization  in  their 
minutest  details  and  in  their  largest  aggregates. 
Therefore,  all  of  such  statistics,  private  and  gov¬ 
ernmental,  are  of  concern  to  all  of  the  people,  and 
especially  to  all  of  the  people  of  this  country,  as 
they  are  the  final  arbiters  of  its  institutions,  of 
the  form  and  manner  in  which  its  industry  and 
commerce  shall  be  conducted  as  well  as  of  the  form 
and  manner  in  which  its  government  shall  be  con¬ 
ducted. 

Indeed,  the  line  that  seemingly  divides  the  sta¬ 
tistics  initiated  by  private  business  enterprise 
from  governmental  statistics  can  in  certain  cases 
be  seen  to  be  vanishing.  In  those  industries  which 
are  on  the  border  between  the  field  occupied  by 
business  enterprises  designated  as  private  and 
those  activities  directly  conducted  by  the  govern¬ 
ment,  the  government  has  taken  over  the  task  not 
only  of  the  compilation  of  statistics  in  the  aggre- 
gatejbut  the  task  of  directingthe  compilation  of  sta¬ 
tistics  of  the  operations  in  minute  detail.  The  sys¬ 
tem  of  accounts  and  statistics  for  observance  by 
the  railways  put  into  effect  by  the  Interstate 
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Commerce  Commission  is  the  first  effort  that  has 
arisen  from  the  will  of  the  whole  people  to  de¬ 
termine  for  themselves  just  what  records  through¬ 
out  shall  be  kept  by  an  industry  that  is  maintained 
by  the  capital  of  private  investors. 

Under  the  present  social  status  the  need  of  sta¬ 
tistical  information  and  of  statistical  analysis  has 
acquired  an  importance  that  deserves  far  more  at¬ 
tention  than  is  now  given  it  by  the  public  in  gen¬ 
eral.  It  is  no  longer  possible  to  comprehend  busi¬ 
ness  in  particular  or  economic  development  in  gen¬ 
eral  without  the  use  of  statistics.  A  farther  reach¬ 
ing  use  of  statistical  data  than  was  -theretofore 
known  was  furnished  by  the  compilations  prepared 
respectively  by  the  railways  and  by  the  various 
brotherhoods  of  railway  employees  and  submitted 
to  the  arbitration  boards  that  have  adjusted  recent 
controversies  as  to  rates  of  wages  and  working 
conditions  between  the  railway  companies  and 
their  employees.  Statistics  were  presented  not 
only  of  the  hours  of  service  and  rates  of  pay  of 
railway  employees,  but  of  the  hours  of  service  and 
rates  of  pay  of  workingmen  in  other  than  the  rail¬ 
way  service,  and  comparisons  between  them  were  a 
factor  in  the  adjustment  of  the  controversies.  This 
is  an  indication  that  there  may  be  a  further  utili¬ 
zation  of  statistics  in  the  settlement  of  questions 
that  heretofore  have  been  left  to  be  determined  by 
the  working  of  economic  forces,  by  the  interplay 
of  supply  and  demand. 

Statistics  are  of  importance  not  only  in  the  set- 
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tlement  of  controversies  by  tribunals  especially 
chosen  for  particular  adjudications,  but  in  the 
adjustment  of  those  problems  that  are  determined 
by  the  electorate  as  a  whole.  It  is  frequently  said 
that  all  of  our  political  problems  are  really  eco¬ 
nomic  problems.  This  is  only  another  way  of  say- 

i 

ing  that  the  interests  of  all  of  us  are  bound  up  in 
the  complex  business  organization  of  today,  many 
phases  of  which  are  subject  to  modification  as  de¬ 
termined  by  political  contest.  This  being  so,  the 
general  electorate  should  have  comprehension  of 
statistical  data,  and  practice  in  statistical  analysis. 
Otherwise  there  is  cause  for  apprehension  as  to 
how  our  sensitively  balanced  business  organiza¬ 
tion  will  fare  under  the  efforts  of  popular  govern¬ 
ment  to  modify  it. 

Although  statistics  are  obviously  useless  unless 
significant,  it  has  been  held  that  it  is  alone  the 
function  of  the  statistician  to  collect  and  compile 
statistical  data,  leaving  the  determination  of  their 
significance  to  others.  The  first  statistician  of 
the  Interstate  Commerce  Commission  avowed  that 
he  was  not  concerned  with  the  meaning  of  the  sta¬ 
tistics  compiled  under  his  direction.  As  the  sig¬ 
nificance  of  statistics  and  action  based  upon  these 
statistics  are  of  the  utmost  importance  to  the 
railways,  the  principal  railways  of  this  country 
established  in  1910  an  organization,  one  of  whose 
functions  is  the  deduction  of  their  significance 
from  railway  statistics,  the  endeavor  to  show  in 
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the  light  of  statistical  data  the  place  in  the  ac¬ 
tivities  of  this  country  occupied  by  the  railways. 

If  all  of  the  premises  that  have  been  stated  in 
this  discussion  are  accurate,  it  follows  that  sta¬ 
tistics  are  serving  more  and  more  as  guidance  not 
only  for  those  concerned  with  the  administration 
of  the  government,  but  for  those  in  the  conduct  of 
industry  and  commerce.  Indeed,  it  is  the  latter 
who  place  greater  reliance  upon  them,  for  those 
engaged  in  the  conduct  of  business  must  see  that  the 
processes  of  production  and  exchange  bring  more 
than  a  dollar  for  every  dollar  that  is  expended, 
while  those  engaged  in  governmental  administra¬ 
tion  have  no  such  concern. 

It  also  follows  that  the  precept  of  Goethe,  that 
“If  the  world  is  not  governed  by  figures,  they  at 
least  show  how  the  world  is  governed,”  is  gaining 
a  broader  and  deeper  significance  than  perhaps 
was  in  his  thought.  Therefore  it  behooves  the 
people  of  this  country  who  are  the  governing  as 
well  as  the  governed  to  pay  greater  heed  to  statis¬ 
tics,  to  understand  their  significance  and  to  allow 
the  facts  which  they  disclose  to  have  a  proper  in¬ 
fluence  in  guiding  their  action. 


